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I, INTRODUCTION

The United States Office of Education entered into an Agreement, dated April 3,
1967, with the College Entrance Examination Board for the study of the six feder-
ally assisted student loan programs, known as the National Defense Student Loan
Program, Guaranteed Loans under Higher Education Act of 1965, Guaranteed Loans
for Vocational Students, Health Professions Student Loan Program, Nursing Student
Loan Program, and Cuban Refugee Student Loan Program.

The Task Statement for the study (see Appendix A) calls for the gathering of
information and the evaluating of factors bearing on the organizations and opere
ations of federally supported student loan programs in relation to the following
two policy guides.

"l, The Federal Government, as a matter of public policy, has fostered
student loans as a principal means of providing assistance to needy
students, and is now extending benefits of loans to students from
middle-income families not previously eligible so that additional
students will attend college, '

"2, The federal policy is to minimize direct loans financed from the
Federal Treasury, and maximize loans through private financial sources
‘ assisted by federal credit such as guarantees and subsidized as to
interest rate in order to keep the cost to the student low, and min-
imize the difference in cost to the student between a direct federal
loan and guaranteed loan."

The Task Statement also calls for the following:

"The evaluation will cover administration of the student loan programs,
the problems of student loan collections, and other significant areas of
student loan operations. In total, the study will develop and propose
measures to make federally assisted student loan programs best serve the
Nation's broad educational objectives,

"To the extent these measures call for revisions in existing legislation
specific phasing plans for the transition will be formulated for action on
a step-by-step basis to avoid any se.back or disruption in meeting this
expanding need for student financial aid.

"The optimum operational conditions desired from the federally assisted
student loan programs will:
"1, Assure studeats eligible under federal policies access to loans
to be used to enter upon or further their college education.

"2, Provide maximum administrative simplicity with the cost of oper-
ation of the program held to an economical level.

. "3. Assure a business-like approach that will result in collection of
loans with minimum collection losses.
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I-2

. "4, Create effective administrative relationships and harmony among
the parties; that is, the Federal Government, the educational
institution, the state or private guarantee agency, and the lender,
in meeting the needs of the student.

"5. Facilitate maintenance of appropriate interrelationship with all
other forms of student financial aid, scholarships, grants, work- |
study, or other student employment programs, or precollege savings |
programs,"

The time limitations of the study made it extremely difficult to deal in depth
with all the key study problems outlined in the Task Statement. The budgetary
limitations made it impossible to investigate some of the problems, and hence

it was agreed between the U.S. Office of Education and the College Entrance Exame
ination Board to omit study of those problems dealing particulariy with adminis-
trative structure and administrative processing and reporting,

In carrying out the objectives of the Task Statement, several major approaches
were used:

1. Questionnaires werc sent to the various groups concerned with the
federal student loan programs,

a. Questionnaire to 2,444 colleges and universities, Of the 2,193
eligible to reply, 1,671 or 76 percent responded, These replies
included 946 or 85 percent of the accredited four-year colleges

. and universities (see Appendix B).

b, %ﬁéstionnaire to 25112 lending institutions., Sixty-four percent or
»388 responded, the respondents, or 49 percent participated
in the Guaranteed Loan Program. Out of these 676 participants, the

responses from 643 were received in time to be tabulated (see
Appendix C).

c. Questionnaire to 325 vocational schools. Of the 276 eligible to
reply, 160 or 58 percent responded (see Appendix D),

d. Questionnaire to 195 institutions eligible to participate in the
Health Professions Student Loan Program, of which 162 or 87 per-
cent responded (see Appendix E).

e, Questionnaire to 532 nursing schools, including the baccalaureate,

' associate aegree, nospital diploma, and graduate program schools,
eligible to participate in the Nursing Student Loan Program, Of
the 430 eligible to reply, 278 or 64 percent did so (see Appendix F),

2. Personal interviews were held with the staffs of 47 state guarantee
agencies, The states excluded were Alaska, Hawaii, and New Mexico (see
Appendix G).

3. Seven in-depth, one-day discussions were held in San Francisco, Cali-

‘ fornia; Denver, Colorado; Chicago, Illinois; Raleigh, North Carolina;
Harrisburg, Pennsylvania; and Syracuse and New York, New York, Each

13




of these meetings was attended by 10 - 20 representatives of colleges
and universities, lending institutions, state agencies, and state
comnissions (see Appendix H),

4, An Advisory Committee, the members of which are listed at the beginning
of this report, was appointed to assist the Study Director in the anal-
ysis of the result of the various questionnaires, interviews, and staff
findings, All the major questions were referred to this committee.

It was not asked to vote on any of the questions, but there appeared to
be general consensus on the great majority of questions. The Advisory
Committee met twice, in October and.December.

5. Innumerable meetings were held with consultants and advisors particu-
larly knowledgeable in certain aspects of the programs under study or
in the conduct of the study. The names of these consultants and ad-
visors are listed at the beginning of this report. Certain additional
conferences are listed in Appendix J. :

As part of this overall study of federal loan programs, the College Entrance Exam-
ination Board subcontracted with the Bureau of Applied Social Research of Columbia
University to do an exploratory small-scale follow~-up study of graduates who bor-
rowed under the National Defense Student Loan Program. At the time this study
report was prepared, the pilot study was not completed. Its results have been
made available subsequently so that they have been appended as Chapter XII of this
report, ' ‘

The material in this report falls into four major divisions.

1.  Chapter II; the importance of the federal loan program in relation to
all federal student aid, to total student aid, and to total student
educational expenses. . .

2,  Chapter III; a summary of the findings and recommendations of this study.

3, Chapters IV through VIII; discussions relating to the six individual
loan programs, !eading to the recommendations summarized in Chapter III.

4. Chapters IX through XII; discussions relating to problems affecting
most or all of the six individual loan programs, leading to the recom-
mendations summarized in Chapter III.

The member colleges, universities, secondary schools, and associations of the
College Entrance Examination Board do not necessarily endorse the findings and
recommendations of this study. The contents of this report are the responsi-
bility of the Study Director.
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II. SUMMARY OF FEDERAL AND TOTAL STUDENT FINANCIAL AID
' FISCAL YEAR 1967

A. FEDERAL STUDENT FINANCIAL AID

Student financial aid funds from federal and federally assisted programs were
estimated at $1,581 million in fiscal year 1967. This total is composed of
$930 million in grants (59 percent), $150 million in employment (nine percent),
and $502 million in loans (32 percent), (See Table 1.)

This total represented a substantial increase of $575 million or approximately

57 percent, over fiscal year 1966. Almost the entire increase was caused by

five factors: (1) the new G.I., Bill ($216 million); (2) the first full year

of operation of the Guaranteed Loan Program (up $170 million); (3) training

grants and fellowships (up $100 million); (4) the new Educational upportunaic,
Grants Program ($46 million); (5) the College Work-Study Program (up $28 million),

The $1,581 million of federally assisted student financial aid in fiscal year
1967 was four and one-half times as much as the estimated total of $346 million
in fiscal year 1961.

Slightly more than one half of the $1,581 million from federally assisted programs
went to undergraduates, and slightly less than one half to graduate students.

The huge part of the awards to graduate students, estimated at 89 percent, was

in the form of grants (but more than one-third of these grants represented
tuition paid by the Federal Government for its own employees' studies). The
awards to undergraduates were 52 percent in loans, 31 percent in grants, and

17 percent in employment.,

As shown in Table 1, almost one half of the $502 million in loans was made
available under the Guaranteed Loan Program. This program went through its
first full year of operation in fiscal year 1967, but some of the states did
not start to participate until the year was well under way. It provided $248
million to 328,900 students for an average loan of $750, The Hutional Defense
Student Loan Program in the same year provided $218 million to 394,00 students
for an average loan of $553.

B, TOTAL STUDENT FINANCIAL AID

It has been estimated that total financial aid to students at all institutions
of higher education during fiscal year 1967 was roughly $2,242 million. This
total is broken down as follows:

In millions Percent
Federally assisted programs $1,581 70.6
State scholarships 98 4.4
Institutional programs 513 22.8
Foundations and corporations 50 2.2
2,242 100,0
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Table 1

' STUDENT FINANCIAL AID FUNDS

FROM FEDERAL AND FEDERALLY ASSISTED PROGRAMS
FISCAL YEAR 1967 ‘

Amount in Millions

Undergraduate Graduate Total

GRANTS —
Educational Opportunity Grants (1) $ 46,5 - $ 46.5
Veteran's Training (PL-89-358) () 172.7 $ 43,2 215,9
War Orphans (2) 24,8 6.2 31.0
Training grants and fellowships(3) 12,0 _624,2(4) _636.2
SUBTOTAL - Grants 256.0 31%  $673.6 89% $929.6 59%
EMPLOYMENT
College Work-Study (1) $142,5 17% $ 7.5 1% $150.0 9%
LOANS |

o National Defense (1) $187.5 $30.5 - $218,0
Guaranteed Loans (%) 220.4 27,3 247,7
Vocational Loans(5) 0.7 - 0.7
Cuban Refugee Student Loans (5 3.0 0.3 3.3
Health Professions Student Loans (6) 1,0 21,0 22.0
Nursing Student Loans (6) 9.8 —_— 9.8
SUBTOTAL - Loans $422,4 52% $ 79,1 10% $501.5 32%
TOTAL 820.9 100% 760,2 100% $1,581.1 100%
(1) Program Planning and Budgeting Section, and Division of Student Financial

Aid, U,S. Office of Education, December 1967,

(2) Program Administration Division, Veteran's Administration, December 1967,

(3) Office of Program Planning and Evaluation, U.S. Office of Education,
December 1967,
(4) Includes $232 million paid by Federal Government in tuition for its own
employees' studies,
(5) Division of Student Financial Aid, U.S. Office of Education, October 1967.
. (6) Public Health Service, December 1967,

Note: Guaranteed Loan funds actually come from private lenders; the interest is
subsidized by the U.S. Office of Education, College Work-Study and all
loans except Guaranteed and Cuban include 10% in matching funds from the

Q institution of higher education. National Defense Student Loan includes
EMC funds from repayments of previous borrowers.,
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A further breakdown of this total (Table 2) reflects the distribution of total
student aid: 60 percent for grants, 16 percent for employment and 24 percent for
loans, Aid to undergraduate students was made up of 44 percent in grants, 24
percent in employment, and 32 percent in loans. Graduate students fared twice
as well in grants, which made up 87 percent of their assistance; employment
supplied two percent and loans the remaining 11 percent of the total aid to
graduate students.

Total student financial aid, six years earlier in fiscal year 1961, was esti=
mated at $716 million, or about 32 percent of the fiscal year 1967 estimate.
Federally assisted programs of $346 million in fiscal year 1961 constituted

48 percent of the total aid at that time, compared to 71 percent in fiscal year
1967,

In other words, while total student financial aid increased by 225 percent
during the six years from fiscal year 1961 through fiscal year 1967, its major
component of federally assisted programs increased by 360 percent.,

C. TOTAL STUDENT EDUCATIONAL EXPENSES

In the fall of 1966, there were approximately 4.5 million fulle-time students
enrolled in institutions of higher education. To determine their total tuition
and fee charges, the U.S, Office of Education estimates of the weighted average
tuition and fee charges in 1964-65 were increased seven percent per year,
resulting in estimated average charges in 1966-67 ranging from an average of
$115 in public two-year institutions to an average of $1,275 in private four-
year institutions. As shown in Table 3, which is based on these estimates,

the total tuition and fees weighted for enrollment came to an average of $595
per student,

The College Scholarship Service estimated that the expense allowance for room
and board at home ($400), on=-campus meals ($150), books and incidental expenses
($550), totalled $1,100 for a commuting student's budget. Adding this allowance
to the average commuter's tuition and fee charge of $536 produces an estimated
average expense budget of $1,636 for commuting students. The resident student's
educational budget, weighted for enrollment, averaged $2,044, including $636 for
tuition and fees, $858 for room and board, and $550 for other expenses.

Table 3 shows that these weighted educational expense budgets for 4,5 million
full-time students in 1966-67 totalled more than $8.3 billion. The expense
figures used are conservative, especially since no additional allowances were
made for graduate students and married students. It probably could be said that
total full-time student educational expenses approached $9 billion in fiscal
year 1967. ‘

(Text continued on page 11-6)
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Table 2

ESTIMATED TOTAL STUDENT FINANCIAL AID
AT INSTITUTIONS OF HIGHER EDUCATION
FISCAL YEAR 1967

Amount in Millions

4

Undergraduate Graduate Total

GRANTS
Federal grants and fellowships (1) $ 256.0 $673.6 $ 929.6
State scholarship(?) 83.0 15.0 98.¢
Institutional grants and fellowships(s) . 241.0 30.0 271.0
Foundation and corporate awards (4) 27.0 23.0 50.0
SUBTOTAL $ 607.0 44% $741.6 87% $1,348.6 60%
EE?LOYMENT _
Coliege Work-Study Program(1) $ 142.5 $ 7.5 $ 150.0
Institutional employment(s) 197.0 10.0 207.0
SUBTOTAL $ 339.5 24% $17.5 2% § 357.0 16%
LOANS
Federal loan programs (1) $ 201.3 $ 51.8 $ 253.1
Guaranteed loans (private_lenders

with interest subsidy) (1) 221.1 27.3 248.4
Institutional loans(3) 25.0 10.0 35.0
SUBTOTAL $ 447.4 32% $ 89.1 11% - § 536.5 24%
TOTAL $1,393.9 100% $848.2 100%  $2,242.1 100%
(1) See Table 1 for source.

(2)
(3)
(4)

Calendar year 1966: Josephine Ferguson and New York State Regents reports.
Projections of surveys by U.S. Office of Education in 1959-60 and 1963-64.
Estimate derived from O'Meara's estimate that 181 corporations contributed
almost $8 million in 1960-61 plus 1966 figures of $23.5 million representing
grants from four of the largest foundation-sponsored programs.

WY
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Table 3
. TOTAL STUDENT EDUCATIONAL EXPENSES
FISCAL YEAR 1967
AVERAGE
Full-Time Tuition Room Total
Enrollmen Other Total Expense

&
Fees(3) Board(4) E;penses( ) Budget (in millions)

Enrollment Make-up(})  Fall 196622)

Four-year public

Commuting 30%
Resident 70%

TOTAL

Two-year public
Commuting ' 100%
Resident 0%

TOTAL

Four-year private
Commuting 40%
Resident 60%

TOTAL

Two-year private
Commuting = 50%
Resident 50%

TOTAL

All commuting
All resident

TOTAL

703,250
1,640,900

2,344,150

623,109
0

623,109

554,300
831,440

1,.85,740
58,385
58, 385
116,770

1,939,044
2,530,725

4,469,769

(1) Study staff estimate.
(2)  USOE "Opening Fall Enrollment 1966".

(3) USOE "Digest of Educational Statistics 1966",

$ 305  $550 $550
305 816 550
115 550 550
1,275 550 550
1,275 942 550
805 550 550
805 862 550

$ 536 $550 $550
636 858 550

$ 595  §$722 $550

each year in 1965-66 and 1966-67.
1) Source same as (3) above.
for on-campus meals and $400 allowance for room and board at home.
(5) College Scholarship Service estimate.

19

$1,405 § 988.
1,671 2,742,
1,215 757.
2,375 1,316.
2,767 2,301,
1,905 111,
2,217 129,

$1,636  $3,172.
2,044 5,172,

$1,867  $8,344,

Table 109- adjusted by 7% increase

Room and Board for commuting students includes $150
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D.  SUMMARY

On the basis of the foregoing estimates, it is interesting to note the following.

1,

2.

3.

4,

S.

Of the $9 billion in total student expenses in higher education,
the total student aid of $2,2 billion represented 24 percent,

Of the $9 billion in total student expenses in higher education, the
federal student aid of $1.6 billion represented 18 percent,

Federal student aid of $1.6 billion was almost evenly divided between
undergraduate and graduate students,

Grants, which made up S9 percent of the total, were divided into 72
percent to graduate students and 28 percent to undergraduate students,

Loans, which made up 32 percent of the total, were divided into 16
percent to graduate students and 84 percent to undergraduate students,

Almost one half of the federally assisted loan programs of $502 million
was provided by the new Guaranteed Loan Program,

The federally assisted loan program of $502 million represented:
52 percent of federal financial aid to undergraduate students
and tcn percent to graduate students, for a total of 32 percent
to all students;
30 percent of total financial aid to undergraduate students and
nine percent to graduate students, for a total of 22 percent to
all students;

5.6 percent of total student educational expenses,

[ (w
<




ITI. SUMMARY OF FINDINGS AND RECOMMENDATIONS

A.  ADMINISTRATION

It has been found in this study that colleges and universities have very high
regard for the Federal Government's administration of the federal loan programs,
excluding the Guaranteed Loan Program. They reported a high degree of success
attained by these programs in meeting the needs of their students. With very
few exceptions they found the instructions from the United States Office of
Education to be clear, and they did not think the procedures for reporting to
the Office of Education made unreasonable demands on them. They found the
help of the Office of Education regional offices to be substantial. All these
findings are rather remarkable considering the large numbers of students and
amounts of money involved and the understandable need of the Federal Government
to protect public funds.

The staff :or this study also found a high degree of excellence in the federal
administration of the loan programs. The staffs of the Division of Student
Financial Aid, th: U.S. Office of Education, and the Student Loan and Scholar-
ship Branch of the U.S. Public Health Service were knowledgeable and gave every
evidence of being cn top of their jobs. The study staff was particularly
impressed with the kind and amount of information readily available.

The exclusion of the Guaranteed Loan Program from the institutions' high regard
is understandable. As a new federal program, it was operated on uneven levels,
depending upon the administration of a strong state agency, the United Student
Aid Funds, Inc., or a brand-new state organization -- and on whether a state
had or had not appropriated funds for its administration. In addition,
educational institutions were on the periphery of the program and not closely
involved. Hence, it is not surprising that so many of them were not familiar
with the program, and that many of them were even hostile to it. At any rate,
the study staff was particularly impressed with the excellence of the U.S.
Office of Education staff in the coordination and administration of this very
large and complicated new program.

In this report three recommendations are made concerning the adminiscration of
the federal loan programs.

1. As discussed in Chapter XI, it is concluded here that the
’ advantages of centralizing the administration of the six

federal loan programs would outweigh the disadvantages. The
federal loan programs will continue to grow further apart
under administration divided between the U.S. Office of Educa-
tion and the U.S. Public Health Service. It is recommended,
therefore, that the operation of the six federai loan programs
be brought into a single administrative agency. It is further
recommended that appropriation requests for the Health Profes-
sions Student Loan Program and the Nursing Student Loan Program
continue to be submitted as separate budget items by the Public
Health Service. (See Chapter XI.)
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2. In all the recommendations that follow it is assumed that
the six current federal student loan programs should be
reduced to four. This reduction can be accomplished by
merging the Vocationai Student Loan Program with the
Guaranteed Loan Program and by subsuming a modified Cuban
Refugee Loan Program under the National Defense Student
l.oan Program, the Health Professions Student Loan Program,
and the Nursing Student Loan Program., As a logical follow-
up of the centralization of administration of all the
federal student loan programs, which is recommended in
Recommendation 1, and as a subsequent step, it is believed
feasible and desirable to merge into one loan program the
National Defense Student Loan Program, the Health Profes-
sions Student Loan Program, and the Nursing Student Loan
5fogram. The major precaution that wouid have to be taken
is the development of appropriate allocation procedures to
Teflect the differing needs of the various institutions.
Such a merger would leave only two federal student loan
programs: the merged program as recommended above and the
Guaranteed Loan Program.

3. Under the National Defense Student Loan Program, it is recom-
mended that the U.S. Office of Education continue to simplify
and to standardize reporting procedures and also to make
evess effort to avoid frequent changes. (See Chapter IV,
page 16.) o

4. Under the Guaranteed Loan Program, it is recommended that
the U.5. Office of Education, in collaboration with the state
%ggncies and educational institutions, work toward the stan-
ardization of policies, procedures, and forms among the
var,c-io_states. (See Chapter VIII, page 43.)

B. NEED FOR STUDY OF MAXIMUM BORROWING

The widespread use of credit (long-term, low-interest loans) is a fairly recent
development in student financing of higher education, especially at the under-
graduate level. It is estimated that before the impiementation of the National
Defense Student Loan P:-ogram, in 1958, fewer than 800 colleges and universities
had operating long-term loan programs. They had $26 million available in
student loan funds, but less than 50 percent of this amount was in use. In
1968, approximately 1,700 institutions of higher education are participating in
the National Defense Student Loan Program. By the end of the 1966-67 academic
year they had lent more than $1 billion to about one million students. Indeed,
for many colleges and universit’.- ., the National Defense Student Loan Program
represented the first major program of student assistance, and in hundreds

more institutions this program has become the core of student financial aid
programs.

Between 1957 and 1965 the states began providing various student loan plans, and

when the Higher Education Act of 1965 was signed into law in November of that
year some 17 states had functioning programs. Student loans were by then an
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integral part of paying for higher education, and the Higher Education Act of
1965 expanded the Federal Government's participation in student loans by
providing a comprechensive program of guaranteed loans to students.

Last year, in fiscal year 1967, at least $536 million in long-term loans

was granted to an estimated 700,000 students in higher education. As shown
in Tables 1 and 2 in Chapter II of this report, approximately $502 million of
this amount was loaned under federal or federajly assisted loan programs. To
put them in perspective, as summarized in Chapter II, the federal loans of
$502 million represented 22 percent of the total amcunt of financial aid
(including all federal student aid programs and all non-federal sources) to
all students in higher education in fiscal year 1967. They also represented
an estimated 5.6 percent of the total educational expenses of all full-time
students in higher education in fiscal year 1967.

At the time when the importance of providing students with guidance about
borrowing was beginning to be recognized, actions by the Federal Government
suddenly made student loan funds more easily available and, for the first time
these loans were available from sources outside the institutions of higher
education. Not only has the problem of providing financial advice to students
been made more difficult, but the matter of monitoring the amounts students
borrow has been compounded. Under existing procedures a student may borrow
federally subsidized loan funds from his college or university or a private
lending institution. Not only is such a situation potentially wasteful of
available funds, but it may well tempt students into assuming too large an
indebtedness. There is also the distinct possibility that the collection of
these loans may become a problem for both lenders.

Not enough informution is available concerning the amount of indebtedness
students should be permitted to incur in paying for higher education, although
it seems clear that students from limited family financial circumstances,
students who choose low-paying careers, students who aspire for graduate work,
and women students pose special problems. In addition, there is much to be
leatned about the implications of an increasing reliance on student credit

for the future financing of higher education.

5. It is recommended that an economic, educational and social
analysis of the impact of borrowing be undertaken by the
institutions of higher education and their associations,
with the assistance of the U.S. Office of Education, to
determine what migﬁt be cqpsiaered reasonable maximum in-
debtedness that students from various family income levels,
students preparing for low-paying occupations, and women
might be expected to assume. (iee Chapter X, page 5.)

As part of this overall study of federal loan programs, the
College Entrance Examination Board is undertaking an explor-
atory small-scale study of the attitudes of those who have
borrowed under the National Defense Student Loan Program.

At the time this report was written, the pilot study was being
completed. The results of this study will be reported in

a Chapter XII appended to this report.

23
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C. NEED FOR MORE STAFFING AND TR’ 'NING OF FINANCIAL AID OFFICERS

So rapid has been the acceptance and use of the various student loan programs
that colleges and universities have been hard-pressed to provide the adminis-
trative machinery to implement them, much less consider the implications of

an increasing reliance vn credit. Furthermore, of the 1,671 college and
university respondents to this study's Questionnaire to Institutions of Higher
Education, only 20 percent worked exclusively on the administration of aid
programs while 29 percent spent less than 30 percent of the week administering
these programs. In the face of a staggering total of student financial aid,
estimated at $2.3 billion last year:

6. It is recommended that the U.S. Office of Education urge
institutions to provide adequate staffs to administer
student financial aid’prggggms and offer to sponsor
training programs to provide the institutions with better
trained staff. (See Chapter 1V, page 4.)

D.  NTED FOR ESTIMATES OF FULTURE STUDENT LOAN DEMANDS

It is most important to attempt to gauge the demand for student loans during
the next five years. Estimates are needed for planning the National Defense
Student Loan Program and, more important, the Guaranteed Loan Program.

7. It is recommended that the U.S. Office of Education prepare
p.jections of the demand for student loans during the next
Live years, with the assistance of the state loan agencies
and educational institutions. (See Chapter 1V, page 10;
and Chapter VIII, page 37.)

E. ROLE OF THE NATIONAL DEFENSE STUDENT LOAN PROGRAM

The educational institutions are almost unanimously satisfied with the National
Defense Student Loan Program, if it is improved and modified as noted in this
report. Although they would prefer to have larger direct appropriations for
National Defense Student Loan Program, an increase in annual direct appropria-
tions by Congress is not recommended here because the staff for this study
believes that the equivalent, or more, of these additional funds can be
obtained through private credit.

The Guaranteed Loan Program in its first full year of operation, 1966-67, pro-
duced $248 million in student loans, approximately 14 percent more than the
National Defense Student Loan Program. It is estimated that something less
than one-half of the $248 million may be attributed to the new federal program;
something more than one-half, it is expected, would have been generated by the
state agencies already in existence and by the United Student Aid Funds. Not
only did the Guaranteed Loan Program provide a great deal of assistance, but

it provided substantial sums to the low-income and the lower-middle-income
levels. It may be said that the Guaranteed Loan Program has exposed the
existence of a real need for additional loan funds.
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for the several reasons outlined in Chapter IV. pages u5.10:

@ 8. It is recommended that the amnual dirzct arprobriation for
the National Defensc Student Loan Program not be decreased
beiow its 1968 level for at least the near future.

B W I el gl L WL NG oM PR AT a

F.  REVOLVING FUND AS A SOUKCL 05 PRIVATE CREDIT

To ease the strain of direct federal apnropriations and to further the Federal
Government's policy of maximizing the use of private credit for the financing
of student loan programs, it is desirable that the Revolving Fund be developed
into a completely feasible and zcceptable tool.

9. It is recommended rhat the U.S. Office of Education sponsor
regional meetings of coilege and university officials to
determine what additional factors. if any, should be con-

sidered and deveioped to make the Revolving Fund acceptabl
opcrable for the National Defense student Loan Program, the

e

flealth Professions Student Loan Program, and the Nursin
Student Loan Program.  (See Chapter 1V, page 10; and
Chapter IX.)

. GUARANTEED LOAN PROGRAM

The Guaranteed Loan Program is now answering a very necessary need for higher
‘ education. In a relatively short period of time, much dependence has already

been placed on it. It has provided so much assistance, particularly to students

in the lower-income levels, that it must not be considered necessarily as

different from the other federal programs. It should now be considered in the

same light as other federal loan programs and supplementary to them. It is

in this context, therefore., that the following recommendations are made,

10. Steps should be taken to strengthen the existing state
agencies and to continue to encourage the creation and
maintaining of strong state agencies (see Chapter VIII,
page 20), E&:

a. Removing the present grovision for direct federal
L = T ——

insurance as a weakening force for strong state
. \;Mw by o (3 St I”F
agencies, after continuing it on an announced tem-
porary basis from its present expiration date o

June 30, 1968, to a new expiration date of June 30,
1970. (See eﬁapter VIII, page 21.) 1Ihis recom-
mendation applies only to loans of necessity and
shouia not agfect the possible use o?Aéirect fed-
eral insurance for loans of_accommodation, as
covered in Recommendation 12,

b, Bringing in incentives to encourage the creation of

strong state agencies where they do not now exist,

: The combination O two Of the proposals now before

‘ Congress (the 80 percent reinsurance plan and addi-
tional ''seed” Or reserve monezﬁ sﬁouié be suifici

cient

t ive sucn encouragement, with the additional

0
encouragement of the Federal Government's sharin
Q the costs of administering the state program.
ERIC (See Chapter VIII, page 21,) 95




c. Holding conferences on tne Guaranteed lLoan Program
with state cfficials, preferably at the state or

regional ieve: -- but 1f time and staff do not
permit, it the nationa! jevei. (See Chapter VIII,
page 22.)

11. Financial need shouid be requir~d as a criterion in the
Guaranteed [oan Program. 1he present Guaranteed Loan
Program legislat:ion states that there shail be no financial
need criterion other than defining those adjusted family
incomes under $15,000 as eligibie for federally subsidized
interest payments. This arbitrary line prevides interest
subsidy benefits tc some students from famiiies that cannot
demonstrate financial need, while other families that have
higher incomes but ijarge numbers of chiidren and special
financial problems have financial need but are unabie to
obtain the federal interest subsidy. The overwhelmingly
large majority of the pecpie involved in the program is in
favor of requiring financial need as a criterion for federal
interest subsidy in the Guaranteed Loan.Program. It is
felt also that this restriction is necessary to keep the
program under :easonabie control. {See Chapter VIII, pages 22-29.)

12. Loans of necessity (see ‘«commendation il), which are intended
to meet the student's fi.:.ancial need atter parental contribu-
‘ tion, should be separated from loans of accommcdation, which
-re intended to meet or help meet the parental contribution
toward the expenses of higher education. woans of accommoda-
tion sheu'd be made to the parent, not to tne student, should
be guaranteed by the Federal Government, and should not
receive federai interest subsidy. Loans of accommodation
should be retained as a feature of the Guaranteed Loan Program
-nd adminiszered through the device of direct federal insur-
ance, or iney should be handled by a federai agency, patterned
after the Federai Housing Administration, established for the
purpose of guaranteeing sucly loans. {See Cﬁapter VIiii,
page 29.)

13. {nileges and universities, acting under ground rules estab-
lished by themselves, the iending institutions, and the
state guarantee agencies, should be responsible for determining
which students shouid receive loans and recommending the
amounts that they should receive. (See Chapter VIII, page 33.)

14. Steps should be taken to provide a reasonable profit to
lending inst.tutions. The burden of cvidence ind:cates
that six percen: simpie interest is not yielding a reasonable
profit to most lending institutions. This study recommends,
therefore, that the return be set to yield a reasonable
profit, the method and amount to be_determined’by<?§hancia1
experts. (See Chapter VIII, page 36.)




In order
Program,

15,

16.

17.

18.

19,

20.

21.

to provide an adequate awount of loan funds for the Guaranteed Loan
it is recommended that:

To project future needs, a task force should be assigned
to identify all the elements involved in estimating
Ffuture requirements o{;guaranteed ioans, and each state
should be requested to prepare its projections for the
next five years. {See Recommendation 7.1

To increase participation from the present potential
sources of individual Iending institutions, the Office
of Education should be enabled to enter into agreements
with those larger nationwide insurance companies, credit
unions, universities, and others who would commit them-
selves to designated minimum amounts cf loan funds over
a period of years. (See Chapter VIII, pages 37-38.)

Greater efforts should be made on the part of states to
gain new and increased participation by irdividual lending
institutions within the states. States should be advised
also of methods for providing new and supplementary sources
of loan funds and encouraged to give these sources consider-

ation in anticipation of greater demands for loans to be
made upon them. (See Chapter VIII, pages 38-39.)

To make loans available to students now finding it difficult,
if not impossible, to obtain loans, states should be encouraged
to set up a central service division and, where necessary, a
central pool of credit to provide loan. funds for such students.
(%:e Chapter VIII, pages 39-40.)

Guaranteed Loans should be made eligible as matching funds
for grants under the Educational Opportunity Grants Program.
(See Chapter VIII, pages 40-41.)

Five procedural changes should be effected to standardize

Torms and policies within the states, make proceeds of loans
payable in two instalments per year, have proceeds sent to
students in care of their institution, and so forth. (See
Chapter VIII, page 42.) i -

The proposed merger of the Vocational Student Loan Program
with the Guaranteed Loan Program should be enacted. See
Chapter VIII, page 48.)

H.  TIMING AND NOTIFICATION OF ALLOCATION S

One of the strongest and major complaints against the National Defense Student
Loan Program, the Health Professions Student Loan Program, and the Nursing
Student Loan Program was the lateness of the notification to the institutions
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. of the amounts of money allocated to them. Notification has generally been
received after the close of an academic year. For the schools and colleges
to be able to make firm commitments:

22. It is strongly recommended that Congress revise its schedule
of appropriations to permit notification of institutions at
Ieast three months before the beginning of the fiscal year in
which funds are to be made available to the individual insti-
tution. (See Chapter IV, page 15; Chapter V, page 5; and
Chapter VI, page 5.)

J.  COLLECTION OF LOANS

The collectior of loans has become a serious problem for most institutions of
higher education under the National Defense Student Loan Program. To help
this situation and to help prevent its occurrence in the new Health Professions
Student Loan Program and Nursing Student Loan Program, four measures are recom-
mended below.

Performance in the coliections of student loans varies widely. Standards need
to be set. Will the record of collections of Guaranteed Loans by banks and
other lenders be better than collections of National Defense Loans by insti-
tutions of higher education? There should be little difference in credit risk
between the two programs; both should be serving all kinds of students in need.
. But the record of collecting Guaranteed Loans should be better, since the
collection is generally in the hands of professional individuals who employ
business-like and persistent procedures. It should be noted, however, that
in many cases the bank or other lender ceases to follow up after 90 days of
delinquency and turns the note over to the state guarantee agency for collec-
tion. Hence, the collection efforts of the lending institutions under the
Guaranteed Loan Program in the case of the troublesome delinquent notes are
much less time-consuming than are those of the colleges and universities in
collecting National Defense Loans.

It is probably not sufficiently effective for the U.S. Office of Education

to threaten to withhold funds from institutions that have unsatisfactory
collection records. The Office of Education would have difficulty in defining
unsatisfactory performance, except in the extreme cases and would have great
reluctance to withhold funds and thereby deny students actess to loans. On
the other hand, the Office of Education should not hesitate to press for more
vigorous collection efforts on the part of the institutions. It is felt that
the four recommendations below will help in this respect.

23. The method of computing the rate of delinquency should be
changed in order to indicate th» status of arrears and
potential josses through default. (See Chapter 1V, page 22;

. Chapter V, page 6; and Chapter VI, page 5.)

24. An effective write-off procedure should be adopted.

. Resorting to the collection of loans by the Federal .
Government is not recommended. (See Chapter IV, page 22;
Chapter V, page 6; and Chapter VI, page 5.)
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25. Strong encouragement should be given to the use of central
collection agencies. Central collection should be urged
particularly for those institutions with continuously
unsatisfactory records of collection. The enforced use
of central collection agencies, particulariy in the cases
of institutions with unsatisfactory records, would be
difficult to administer unless there were "accredited"
agencies or unless the Office of Education sponsored the
establishment of collection agencies on a state or regional
basis. The state guaranteed loan agencies are already in
the loan collection business and might be willing to add
the c~llection of National Defense Student Loans, Health
Professions Student Loans, Nursing Student Loans, and Cuban
K=fugee Student Loans to their efforts on behalf of their
own loans. (See Chapter IV, page 27; Chapter V, page 6;
Chapter VI, page 5.}

26. An inceritive plan for t:v reimbursement of administrative
expenses should be adopted. (See Chapter IV, page 29;
Chapter V, page 6; and Chapter Vi, page 5.)

K.  CANCELLATION OF LOANS

A very controversial factor in the federal loan programs has been the provisions
for forgiveness or canceilation of loans on an occupational basis. The
following recommendations are made in this study.

27. The teacher cancellation provision of the National Defense .
Student Loan Program should be phased out.  (See Chapter IV,
page 35.)

28. The nursing cancelilation provision of the Nursing Student
Loan Program shouid be phased out. (See Chapter VI, page 8.)

29. The forgiveness {or cancellation) concept shouid not be
extended to the Guaranteed Loan Program. iSee Chapter VIII,

page 41.)

L. UNIFORMITY OF PROVISIONS

On the assumption that a provision that is reasonable and desirable for one
loan program should be made a provision of other loan programs unless there is
a reason for not doing so, it is recommended in Chapter X that ten provisions
that are written into only one or some of the loan programs be made part of all
the programs. These include the following.

30. Maximum borrowing. Limits of $1,500 per year and $5,000
aggregate should be set for undergraduate students, and
1imits of $2,500 per year and $10,000 aggregate should be
set fbrtg;aduate students (1nclud1ng unaeggkgduate loans).

. These_limits would apply for borrowing in each federal loan
program and, in addition, for borrow1gg under more than one
federal loan program. (See Chapter X, page e 3.)
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‘ 31. Loans should be made available to half-time students.
(See Chapter X, pages 5-6.)

- 32. Interest payments during the repayment period should be
standardized. (See Chapter X, page 6.)

33. Removal of some or all of the interest subsidy during
the period of study is not recommended. Removal of
interest subsidy during the pay-out period is, however,
a matter of possible future consideration. (See Chapter X,
pages 6-7.)

34. Numerous deferment provisions should be standardized.
See Chapter X, pages 7-8.)

35. The grace period should be shortened to four months. (See
Chapter X, page 9.)

36. Reimbursement to institutions for administrative expenses
should be provided. (See Chapter X, page 10.)

357. Three provisions affecting cancellations and late payment
charges should be standardized. (See Chapter X, pages 10-11.)

’ M.  CUBAN REFUGEE STUDENT LOAN PROGRAM

If the benefits to Cuban Nationals are to be continued for at least another ten
years it is recommended that:

38. The separate Cuban Refugee Student Loan Program as it now
exists should be phased out of existence and subsumed by
the .National Defense Student Loan Program, the Health
Professions Student loan Program, and the Nursing Student
Loan Program, subject to the conditions discussed in

- Chapter VII, pagg_z;

N.  NATIONAL DEFENSE STUDLNT LOAN PROGRAM - OTHER RECOMMENDATIONS

39. It is recommended that the procedure for aliocating the
federal capi“-1 contributions be based on a state or
regional allocation to take into consideration the number
of students enrolled in high-cost institutions and the
income distribution of college-going students, as well as
on the number of full-time students in hig%ﬁr education,
which is the only factor now used. (See Chapter 1V,
page 14.)

40. Further, it is recommended that no allocation to a state
' or region be allowed to lapse, that funds not used in a
state or region be reallocated to states or regions where
insufficient funds have been allotted. (See Chapter 1V,
page 14.)
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l Although the freedom of educational institutions to determine the students to
whom they award loans must not be limited:

41. It is recommended that additional restrictions on needy
studen*s be called to the attention of financial aid
officeic as possible sources of discrimination. (See
Chapter IV, page 17.)

42, It is recommended that the provisioi. in the National
Defense Student Loan Program legislation requiring that
special consideration be given to students 'with a
superior academic background' be eliminated.  (Ser
Chapter 1V, page 17.) i

0. OTHER RECOMMENDATIONS

43. It is recommended that the institutional allocation
procedure in the Health Professions Student Loan Program
be revised to take into consideration not only the pro-
portion of students involved, but the relative student
expense budgets. (See Chapter V, page 5.)

44. It is recommended that additional efforts be made to
‘ disseminate information about the Nursing Student Loan
Program: (a) among high school guidance counselors,
(b) among currently enrolied students in nursing pro-
grams to encourage them to continue into advanced studies,
and (c) among married nurses to encourage them to take on
advanced studies. (See Chapter VI, page 8.)




IV. NATIONAL DEFENSE STUDENT LOAN PROGRAM

A. INTRODUCTION

The Congress in 1958 passed the National Defense Education Act (NDEA) which
established under Title II a program of long-term low-interest loans to full-
time students in institutions of higher education -- the National Defense
Student Loan Program (NDSLP). This program has turned out to have been the
largest and most dynamic effort of the Federal Government in influencing the
use of loans as an important factor in meeting student financial need. In
its first full year of operation, ended June 1960, 115,000 students in 1, 357
institutions borrowed more than $50 million under its provisions.

Not very many years before 1958, loan funds were going begging in many %YSIeges.
During 1955-56, according to the Radcliffe study of 1,471 institutions, 767
institutions had long-term loan programs that made $26,557,000 available for
lending -- and yet only $13,488,000 was actually borrowed by 83,000 graduate
and undergraduate students. In other words, all institutional loans four years
earlier totalled slightly more than one-fourth of the money available under the
new National Defense Student Loan Program in its first full year.

It is interesting to note that the first of the state student guaranteed loan
programs was initiated in Massachusetts in March 1957 and was followed by a
program in New York in July 1958. After the passage of the National Defense
Student Loan Program, Rhode Island, New Jersey, and Virginia established state
loan agencies in 1960 and 1961. Eleven other states followed before the
enactment of the Guaranteed Loan Program in the Higher Education Act of 1965.

The National Defense Education Act of 1958 was enacted to identify and educate
more of the talent of the nation. To create the loan funds at the insti-
tutions, the Federal Government contributes 90 percent of the principal and

the institution contributes 10 percent. The student pays no interest until
after he has terminated (or deferred) the study for which he is eligible for
loan funds, at which time interest begins to accrue at the rate of three percent
per year. By statute, the federal capital contribution initially was limited
to $250,000 to any institution in a given year, but this amount was increased

to $800,000 in 1962. The limitation was removed entirely in 1964.

In addition, in 1964 the original provision for special consideration (a) to
students with superior academic backgrounds who expressed a desire to teach
in elementary or secondary schools, and (b) to students whose academic back-
ground indicated a superior capacity or preparation in science, mathematics,
engineering, or a modern foreign language was amended to provide simply for
special consideration to all students with superior academic backgrounds.
Later in this report it is recommended that the qualification of 'superior
academic background' be eliminated.

Also in 1964, eligibility for loans under the NDSLP was extended to students
carrying at least half of the normal full-time academic program, so that many
part-time students became eligible for financial aid for the first time.
Students in accredited public and private non-profit post-secondary business
schools and technical institutes also were made eligible to participate.

(1) Shirley Radcliffe, '""College and University Student Loan Programs.'
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Initially, students could borrow $1,000 a year up to a total maximum of $5,000.
This limit was increased in 1964 for graduate and professional students to
$2,500 a year, and the total maximumn for these same students was limited to
$10,000 (for the undergraduate and graduate years).

To prevent borrowers from being unduly burdened by the necessity of immediate
repayment and to insure that indebtedness would not adversely affect post-
graduate plans, the law provided for the deferment of repayment and cancellation
of interest during any period of full-time study and for a maximum of three
years of military service. Later amendments included similar deferment periods
for Peace Corps and VISTA service. In addition, provision was made for
deferment of principal payment without interest cancellation for hardship

cases and for up to three years of part-time study.

The most controversial feature of the NDEA was the loyalty oath and disclaimer
affidavit requirement, which caused a limited number of institutions to refuse
to participate. In October 1962, an amendment to the Act eliminated the
disclaimer affidavit as a requirement for a loan but retained the loyalty oath
requirement. In 1968, several institutions still do not participate because
of the loyalty oath.

A summary of the activity of the National Defense Student Loan Program for
fiscal years 1959 through 1967 is shown in Table 4. The growth and effective-
ness of the program is evident from an analysis of these data.

Table 4

NATIONAL DEFENSE STUDENT LOAN PROGRAM
SUMMARY OF ACTIVITY 1959-1967

Number of Number of
Fiscal Institutions Student Amount
_Year _ Participating Borrowers Borrowed
- (in thousands)

1959 1,181 24,831 $ 9,502
1960 1,357 115,450 50,152
1961 1,410 151,668 70,963
1962 1,476 186,465 89,109
1963 1,526 216,930 103,732
1964 1,560 246,930 127,100
1965 1,616 319,974 153,900
1966 1,639 377,448 216,600
1967 (est.) 1,722 394,359 218,000

$1,039,058
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In 1959, the initial partial year of operation of the program, a total of
1,181 institutions participated. In fiscal year 1967, the number of insti-
tutions participating had increased by 45 percent to 1,722.

The increase in the number of borrowers is even more striking. In fiscal
year 1960, the first full year of operation, 115,000 students borrowed funds
under the program. By fiscal year 1967, almost 400,000 students were
borrowing National Defense Student Loan funds. During this eight-year
period, the average amount borrowed per year increased from $435 in 1959,

to $553 in 1967. Table 4 reveals also that the total amount borrowed has
increased from $50 million to $218 million from 1960 through 1967. On the
basis of evidence presented later in this report, it is safe to say that there
would have been more borrowers with larger average borrowings if more NDSLP
funds had been made available.

That the National Defense Student Loan Program has been a success is evident
from all sources of information consulted for this study. Of the {egpon-
dents to the questionnaire sent to institutions of higher education 2 only
two percent indicated that the program was unsuccessful in providing for the
needs of students at their institutions. This same conclusion was reached
by the study staff after analysis of printed reports, Congressional testimony
and discyssions with representatives of the educational institutions and the
Office of Education. Many of those involved, however, have pointed out some
aspects of the program that could be modified to increase its effectiveness.
These are discussed later in this chapter.

Study of Attitudes of Student Borrowers

As part of this overall study of federal loan programs, the College Entrance
Examination Board has subcontracted with the Bureau of Applied Social Research
of Columbia University to do an exploratory small-scale study of the attitudes
of people who have borrowed under the National Defense Student Loan Program

to determine whether a large-scale study is warranted and what direction it
should take if it should be done.

The Bureau of Applied Social Research has sent a questionnaire to some 300
students of the class of 1965 at four or five different types of schools in
the Metropolitan New York region: The questionnaire is intended to explore
what students think of their indebtedness and how the loan has affected their
lives and plans since leaving college.

At the time this report was concluded the pilot study by the Bureau of Applied
Social Research was still in process. Its results will constitute an addendum
to this report. It is hoped that its results will be helpful for a large-
scale study. (3

(2) This questionnaire is reproduced as an Appendix to this report.

(3) The results of the pilot study on the impact of borrowing on students
have been appended as Chapter XII of this report.
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Institutional Financial Aid Organization

The great degree of variability in the training, experience, and sophistication
of financial aid officers and those responsible for the collection of student
loans became apparent during the course of this study. It is only in recent
years that many colleges and universities have grappled with the organizing

and staffing needed to administer student financial assistance. Many have
done little or nothing about it, and many others have dealt inadequately with
it. Of the 1,671 institutions that responded to the Questionnaire to Insti-
tutions of Higher Education, only 20 percent worked exclusively on the admin-
istration of aid programs -- and another ten percent spent at least 90 percent
of their working week on them. A total of 29 percent of the respondents spent
less than 30 percent of the week administering these programs. In addition,
it should be pointed out that 44 percent of the respondents were responsible
for NDSLP collections. In previous studies it has been found that a majority
of financial aid officers have held this position for less than five years.

Total student financial aid at institutions of higher education was estimated

at $2.3 billion in fiscal year 1967, of which $1.4 billion was for undergraduates
and almost $850 million for graduate students. The total will continue to
grow; the Federal Government's participation will continue to grow. Almost
everyone will support this growth if the aid is well and wisely administered.

If it is not, students will suffer.

It is recommended that the U.S. Office of Education urge institutions of

higher education to provide adequate staffs to administer student financial
aid programs and offer to sponsor training programs to provide the insti-

tutions with better trained staff.

B.  ADEQUACY AND FUNDING OF NATIONAL DEFENSE STUDENT LOANS

The most serious criticism of the National Defense Student Loan Program reported
by respondents to the Questionnaire to Institutions of Higher Education pertains
to the adequacy of the amount of funds available to the institutions. A total
of 42 percent of the respondents stated that the allocation of funds from the
Federal Government to their institution was "inadequate." The degree of
dissatisfaction with the amount of federal funds available ranged from 54
percent in private universities to 28 percent in accredited two-year public
colleges.

Responses to the questionnaire revealed regional variations in the degree of
dissatisfaction with the size of the allocation of federal funds to the
individual institutions. Colleges and universities located in the Plains
region and in the New England region were most dissatisfied (63 percent) and
institutions in the Far West and Midwest regions were least dissatisfied (32 to
29 percent).

IV-4
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. Amount of Short age

Of the 1,671 institutions responding to the Questionnaire to Institutions of
Higher Education, 1,392 participated in the NDSLP. They represented 81 percent
of the 1,722 institutions in the entire country who are participating in NDSLP.
The 1,392 respondents reported an average NDSLP allocation of $108,600. If
these figures were extended to the total of 1,722 participants, the NDSLP
institutional allocations would total $187 million. This figure approximates
the Congressional appropriation for the NDSLP for 1968: $190 million, of

which $176 million was allocated to institutions.

The 42 percent of the respondents who needed a larger allocation reported an
average need of $49,600 in additional funds in 1967. I1f these figures were
extended to the total of 1,722 participants, the shortage in allocations
would total $36 million. It is interesting -- in fact, rather remarkable --
that this shortage is almost exactly the same as the difference between the
$190 million appropriated for 1968 and the $225 million authorized by the
legislation.

on the other hand, it is just as interesting and disconcerting that the shortage
of $36 million was not more. During the same fiscal year 1967 almost $248
million was borrowed by students under the Guaranteed Loan Program. It is
estimated that at least one-half of this borrowing, or $125 million, was for
students in the income levels below $9,000. One reason for stating the
shortage at only $36 million could possibly lie in the colleges' dependence

‘ on the Guaranteed Loan Program to supply a large amount of their students'
needs. But wmore probably, unfortunately, the colleges have not fully realized
the depth of students' needs. It took a relatively new program like the
Guaranteed Loan Program to expose the real need that has existed.

Increase in Direct Appropriations Not Recommended

The Federal Government does not want to increase the public debt by making
increasingly larger direct appropriations for the NDSLP each year. It wants

to see the increasingly larser demand for loan funds met by way of private
credit. Because the staff for this study believes this is completeiy feasible,
this report is not recommending larger annual direct appropriations, even
though there may be two compelling reasons for doing so.

The first of these reasons is that colleges and universities -- and by
indirection, students -- applaud the NDSLP. The institutions, as reported
in the Questionnaire to Institutions of Higher Education, are almost unanimously
satisfied with the opportunities the pregram provides to assess the need of
applicants, determine who will receive funds, and package NDSLP awards with
other aid. For example, 54 percent of them reported that they packaged NDSLP
loans very frequently (and 36 percent fairly frequently) with Economic Oppor-
tunity Grants (EOG); 38 percent reported very frequent packaging (and 47 per-
cent fairly frequent) with College Work-Study awards (CWS); 33 percent reported
very frequent packaging (and 39 percent fairly frequent) with other forms of
‘ aid. There is no question that colleges and universities would like to see
larger direct appropriations.

ERIC . 36
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During fiscal year 1967, the federal aid received by the 395,000 student
borrowers under NDSLP was packaged by the institutions in the following ways.

NDSL only 241,500
NDSL and EOG 04,000
NDSL and CWS 54,000
NDSL, EOG, and CWS 35,500

395,000

Inasmuch as this is a picture of federal awards only, it should be noted that
some of the above 241,500 National Defense Student Loans were packaged with
institutional grants, employment, and loans.

The number of federal awards in 1967 in the three programs totalled 610,000.
In addition to the above 395,000, there were 181,500 CWS only; 22,000 EOG
only; and 11,000 CWS and EOG combined.

The second reason that larger direct appropriations might seem desirable is

that it would seem to cost the Federal Government less to sponsor National
Defense Student Loans than to sponsor a like amount of Guaranteed Student Loans.
This statement is made, however, on the oversimplified basis of interest costs
only -- but this should always be the largest expense factor. Table 5 shows
the projections of amounts of loans under the Guaranteed Loan Program for

fiscal years 1968, 1970, and 1973, as estimated in August 1967 by the U.S.
Office of Education Division of Student Financial Aid. It may be that these
figures of $§1.1 billion of loans outstanding in 1968, $4 billion in 1970, and

$9 billion in 1973 will turn out to be on the high side, but the comparison of
interest costs under the GLP with the NDSLP will be valid in a relative sense

in any case. The comparison assumes that the Guaranteed Loan Program will not
be able to continue under a six percent simple interest return and that it

will have to add an acquisition and conversion fee of something like $25 to
attract the individual lending institutions. On the basis of this limited
comparison of interest and fee costs, the Guaranteed Loan Program will cost
$32.3 million or 80 percent more than a comparable National Defense Loan Program
in 1968, $104.1 million or 65 percent more in 1970, and $198.8 million or 55
percent more in 1973. But, as explained in the notes to Table 5, these figures
do not include administrative costs, defaults, and cancellations.

Although colleges and universities would prefer to have larger direct appro-
priations for the NDSLP, and although it might cost the Federal Government less
to do it this way instead of by way of the Guaranteed Loan Program, this report
does not recommend larger annual direct appropriations by Congress because it

is recognized that the Federal Government does not want to provide increasingly
larger direct appropriations for the NDSLP each year, and the staff for this study
believes that the equivalent, or more, of these funds can be obtained through
private credit. In Chapters VIII and IY of this report it is recommended that
the Guaranteed Loan Program be so administered that colleges and universities
can use it as a reliable supplement to the NDSLP and that the so-called Revol-
ving Fund be developed as a feasible and acceptable tool for financing loan
funds (through Federal National Mortgage Association participation certificates)
and employed to its fullest advantage. These two measures should make it
unnecessary for Congress to appropriate larger annual amounts for the NDSLP.

E;ﬁr (Text continued on page IV-9)
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Table S

‘ COMPARISON OF INTERELST COSTS TO FE:DERAL GOVERNMENT

Projected Guaranteed Loan Program compared with the same program
under National Defense Student Loan Program

F'Fiscnl Years
Projected Guaranteed Loan Program 1968 1970 1973
_ (in thousands)

1. Loans outstanding start of year - Number 379 2,931 9,628
2. = Amount $325,900 $2,398,000 $7,587,400
3. New loans during year - Number 969 2,036 2,711
4. - Amount $779,700 $1,694,400 $2,325,300
S. Loans outstanding end of year = Number 1,348 4,967 11,773
6. . = Amount $1,105,600 $4,054,600 $9,181,700
e e _ee e _te_ _ne
Under Guaranteed Loan Program
7. Interest at 6% for study period $47,600 $183,000 $386,500
8. Interest at 3% for pay-out period 600 11,100 56,000
. 9. Acquisition and conversion fees at $25 24,200 69,900 115,800
10. $72,400 $264,000 $558,300
Under National Defense Loan Program
11. Interest at 5% for study period $39,700 $152,500 $322,100
12. Interest at 2% for pay-out period 400 7,400 37,400
13. ' $40,100 $159,900 $359,500

14. Guaranteed Loan Program is of greater
cost to Federal Government than National
Defense Loan Program, on basis of .
limitations noted above and below, by $32,300 $104,100 $198,800

‘ (See page IV-8 for Notes to Table 5)
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Notes to Table S

Projections of loan volumes and GLP interest and fee expenses are taken from
U.S. Office of Education, Division of Student Financial Aid estimates,
August 1967.

The NDSLP interest rate of five percent represents an assumed average cost of
the public debt. Actually, the average of the long-term United States
Treasury rate for eight years of NDSLP borrowings was closer to 4 1/2 percent.

It has been assumed that acquisition and conversion fees or something similar
will be required for the GLP to improve the yield of six percent simple
interest to lending institutions.

Administrative costs reimbursed to colleges under the NDSLP, estimated at
0.9 percent of outstanding loans, would be $10 million in 1968, $37 million
in 1970, and $83 million in 1973. Federal administrative costs under the
GLP cannot be figured at present, mainly because the initiation of direct
federal insurance has incurred new costs that are difficult to project into
the future; these costs will depend upon the role assumed by the states.

No figures have been gathered together on the cost of the present and future
periodic payments of interest to all the individual lending institutions by
the U.S. Office of Education and the attendant keeping of records.

No comparison is made of the costs of defaults in principal and interest
payments. The cost of defaults to the Federal Government will be zero
under GLP State Agency procedures, 90 percent under the NDSLP, 80 percent
if the GLP reinsurance proposal is adopted, and 100 percent under direct
federal insurance.

Cancellations of loans because of death, disability, bankruptcy, and teacher
forgiveness have not been accounted for in this comparison.

39




IV-9

No Decrease in NDSLP Appropriations Recommended

Although this report does not recommend increased annual appropriations for

the NDSLP, it does recommend that the annual approprxatlons not be decreased

in the near future. The demand for student loans is increasing because of
increasing enrollments and because increasing numbers of students come from
low-income families. In fiscal year 1967 National Defense Student Loans

were used by 394,000 studen:s who borrowed $218 million for an average loan of
$553. Just three years before, in 1964, the number of borrowers was 247,000

for loans totalling $127 million, or an average loan of $515 (Table 4). In

a short three years, therefore, the number of borrowers had increased by

147,000 or almost 60 percent and the amount of loans by $91 million or 72 percent.

It is interesting to note that the 394,000 borrowers in fiscal year 1967 rep-
resented almost nine percent of the country's full-time enrollment in higher

education. The NDSLP bor:.wers made up only two percent of the students at

the two-year public colleges, six percent at public and private universities,
10 to 12 prrcent at public and private four-year colleges, and 21 percent at

four-year institutions that have reasonable assurance of accreditation.

In addition to the increasing demand for student loans, a second reason for not
decreasing NDSLP appropriations in the near future is that although Guaranteed
Loans are available in larger quantity, they still do not represent a com-
pletely reliable source of aid. National Defense Student Loans are funds

‘ actually in hand so that college officers have complete freedom to commit them.

Of the respondents to the Questionnaire to Institutions of Higher Education,

89 percent indicated that they did not plan to decrease the size of their

request for NDSLP funds because they expected students to obtain loans through
the Guaranteed Loan Program. In 63 percent of the institutions the respon-
dents went on to say that they would not reduce or eliminate the National Defense
Student Loan Program even if Guaranteed Loans were readily available and could

be used for matching funds from the Economic Opportunity Grant Program.

Neither of these opinions is necessarily in conflict with the opinion stated
above that the relatively low shortage of $36 million reported by colleges may
be accounted for by their dependence on Guaranteed Loans. It is readily
understandable that the colleges do not want to see NDSLP phased out of exis-
tence, particularly in the near future. In fact, it is surprising that after
only one year's experience with Guaranteed Loans as many as 37 percent of the
respondents were willing to reduce or eliminate the RUSLP if Guaranteed Loans
were readily available and could be used for matching with the EOGP. This 37
percent was generally representative of both large and small institutions and
both full-time and part-time financial aid officers.

NDSL as Revolving Funds at Institutions

A third reason for not reducing the direct annual appropriation for the NDSLP in
the near future is that the NDSL funds have not reached the point where repay-

‘ ments of principal and interest far outweigh the charges for administrative
costs and the cancellations for teachers, death, disability, and bankrupt»y --
and make the NDSL funds truly revolving.
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As of June 30, 1967 the Federal Government had contributed $902 million and the
institutions $100 million to NDSLP. This total fund of $1,002 million had

. produced $1,039 million in borrowings (see Table 6). The difference of $37
million after 8 1/2 years represented the repayments of principal and interest
minus the unused loan funds on June 30, 1967, and minus administrative costs
and cancellations for teachers, death, disability, and bankruptcy.

As originally conceived, the National Defense Student Loan Program was to be
financed in a manner similar to a revolving (or turn-over) fund. Repayments

by borrowers were to equal approximately the amount loaned each year. Annual -
appropriations to the fund would be made to replace loan cancellations, defaults,
and reimbursements for administrative expenses.

When could and should the NDSL funds be phased into a revolving (turn-over) fund
for which repayments of principal and interest would largely determine the amount
to be loaned each year? The very first consideration, of course, is the future
demand for loans for students in financial need. It is known that this demand
will increase, but it is not known by how much. It is suggested that the Office
of Education sponsor a study (it could be of very modest dimensions) to determine
the five-year future demands for National Defense Student Loans under varying
sets of circumstances. This study should be coordinated with, or possibly even
made part of, the projections recommended in this report in Chapter VIII on
Guaranteed Loans. There it is recommended that a task force be assigned to
identify all the elements involved in estimating future requirements of Guaran-
teed Loans and that each state should be requested to prepare its projections

for the next five years.

‘ A second factor in the phasing of NDSL funds into a revolving (turn-over) fund
will be the success achieved in operating the Guaranteed Loan Program: in
assuring a certain volume of loan funds under the GLP, in making the availability
of Guaranteed Loans reliable, and in administering the GLP so that it is of
maximum benefit to institutions and students. When these two factors can be
assessed, then it can be determined whether NDSL funds can be reduced at all or
reduced to a point where annual appropriations merely replace loan cancellations,
defaults, and administrative expenses. Implicit in such determinati~n is the
need to peg the total amounts to be borrowed annually under the ND5SLP at some
reasonably definite figure of $200, $300, or $400 million.

In summary, it is recommended that the annual direct appropriation for the NDSLP
not be aecreased below its 1968 level for at least the near future. 1In making
this recommendation it is understood that the annual direct appropriation can
be reduced by the amount made available through the Revolving Fund (that is,
through Federal National Mortgage Association participation certificates; this
Revolving Fund should not be confused with the revolving turn-over fund). As
discussed in Chapter IX of this report, the study recommends the enactment of a
modified form of the legislation introduced in 1966 and reintroduced in 1967 to
make the Revolving Fund available as a device to utilize private credit for part
of the financing of the NDSLP, on the understanding that the Revolving Fund can
be made a feasible and acceptable tool for the colleges and universities.
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Table 6

NATIONAL DEFENSE STUDENT LOAN PROGRAM
CAPITAL CONTRIBUTIONS VS. BORROWINGS

(in millions)

e ' Differenée between

~-Fiscal Amount Capital Contributions Borrowings and
Year Borrowed Federal THE “Total Contributions
1959 $ 9 $ 30 $ 3 $ 33 $-24
1960 50 40 -5 45 5
1961 N 58 6 64 7
1962 89 75 8 83 6
1963 104 90 10 100 4
1964 127 109 12 121 6
1965 154 145 16 161 -7
1966 217 179 20 199 18
1967 218 176 20 196 22
$1,039 $902 $100 $1,002 s 37 (1)
Co— —— Ak m——

(1) pifference should repreéent repayments of principal and interest minus
unused loan funds and minus cancellations for teachers, death, disability,
and bankruptcy and minus reimbursements for administrative costs.
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C. ADMININSTRATION OF THE NATIONAL DEFENSE STUDENT LOAN PROGRAM
Personnel

It is reasonable to assume tha* the administration of any program that involves
more than one billion dollars and more than 1,700 colleges and universities will
result in many problems and in dissatisfaction on the part of some of the insti-
tutions participating in the program. However, as has been stated previously

in this report, the vast majority of institutions feel that the National Defense
Student Loan Program has been successful. In fact, only two percent of the
institutions stated that the program was "unsuccessful” in providing for the
needs of their students.

In addition to expressing their gec..eral satisfaction with the program, the insti-
tutions responding to the Questionnaire to Institutions of Higher Education were
pleased with their relationship with the regional offices of the U.S. Office of

Education. Of the institutions responding to the Questionnaire, only 4 percent

stated that their experience was 'unsatisfactory."

The questionnaire study of the U.S, Office of Education that was conducted in
the fall of 1966 by the Special Subcommittee on Education of the House of Repre-
sentatives included questions about the relationship between the educational
institutions and U.S, Office of Education personnel. Of the 465 institutions
that responded to that questionnaire, a total of 35 percent stated that the
regional Office of Education personnel were very useful in providing information
or assistance in administering the program, A total of 24 percent of those
responding indicated that the Office of Education publications were the most
helpful of all the sources they consulted. In general, 74 percent of the respon-
dents stated that they received sufficient guidance from the Office of Education
in administering their aid programs. Almost 80 percent of the institutions
considered the student financial aid personnel in the regional offices to be
"knowledgeable," without reservation,

Responses to the subcommittee questionnaire also indicated that the institutions
considered Office of Education information regarding the National Defense Student
Loan Program to be clear (90 percent) and issued on a timely basis (86 percent),
However, 98 percent of the institutions urged the distribution of a regular
monthly newsletter from the Office of Education as a means of keeping the insti-
tutions informed about changes in student aid programs., Finally, only five
percent of the institutions stated that the Office of Education was interfering
with the internal operations of their institution.

In summary, the institutions of higher education have been quite laudatory
regarding the personnel of the Office of Education who are involved in the admin-
istration of the National Defense Student Loan Program.

Conditions for Particigation

Since only students who attend institutions that participate in the National
Defense Student Loan Program may borrow NDSLP funds, an analysis of the conditions
for institutional participation and of the reasons for non-participation is appro-
priate. As was stated in the introductory section of this chapter, a total of
1,722 institutions were participating in the program during fiscal year 1967.
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In order to participate in the program, an institution must offer an educational
program of at least one year of study beyond-the secondary school level. This
program must prepare students for gainful employment or provide study that is
acceptzble for full credit toward a bachelor's degree. The institution must be
accredited by a regional association or present other evidence of the quality of
its educational program. Only public and non-profit institutions are eligible
to participate,

Each institution must establish a separate fund into which it has deposited and
maintained an amount equal to at least one-ninth of the capital contribution it
has received from the Federal Government. In addition to the capital contribu-
tions, this fund consists of student repayments of principal and interest, late
payment charges paid by students, and other earnings of the fund. The fund may
be disbursed in the form of loans to borrowers, routine administrative expenses
incurred by the institution, and the cost of litigation and other collection
costs.

O0f the 1,671 institutions that responded to the Questionnaire to Institutions
of Higher Education a total of 83 percent participated in the National Defense
Student Loan Program. Of the 279 institutions that did not participate, 70
percent are two-year institutions. Among the respondents, the most frequent
reason cited for failure to participate in the program was the cost the insti-
tution would incur in administering it; 85 institutions made this statement.

A total of only 49 institutions stated that they did not participate because of
the need to contribute ten percent of the capital of the fund.

The requirement that a participating institution contribute ten percent of its
capital fund seems to be a fair and reasonable measure for co=-partnership with
the Federal Government and for sharing of losses of principal, It is recognized
that some institutions, including large public universities, make great efforts
to raise their share through campus and private activities. The program already
makes provisions for institutions to borrow theirten percent portion, if need be,
from the Federal Government. No modification is recommended in the requirement
that a participating institution contribute tenpercent of its capital fund.

Procedure for Institutional Allocations
_m_m

Funds for the federal capital contribution are first allocated to the state in
which the institution is located. The allocation to each state is based upon the
number of students enrolled on a full-time basis in institutions of higher educa-
tion in the state in proportion to the number of such students in the entire
United States.

Requests for funds from an individual institution are evaluated by a panel of
educators in various regions of the country and approved or disapproved by the
Commissioner of Education. The actual amount of federal funds received by the
institution is determined by the following formula:

Institution’s approved request x State - Institution's

Total approved requests in state allotment allocation
Although there is a relatively equitable distribution of funds within a state,
the amounts alloted to the states are not necessarily equitable. The formula

for determining the state allocation does not take into consideration two impor-
tant factors. First the number of students enrolled in high-cost institutions
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varies radically from one state to another. In general, morc students attending
suth high-cost institutions demonstrate greater financial need than those atten-

‘ ding low-cost institutions. Second, the formula for determining the state allo-
cation does not take into consideration the distribution of income among the
states. It is reasonable to assume that students residing in a state with an
annual average income below the national average will have greater financial
need than those residing in other states. Under the College Work-Study Program,
for example, the family income level is one of the factors that determines
allotments to states.

Both of these factors are illustrated to a degree by the responses to the
Questionnaire to Institutions of Higher Education on the question of adequacy

of allocation. As discussed in section B of this chapter, 42 percent of the
respondents stated that their NDSLP allocation was inadequate. But the per-
centages of complaints from the higher-cost institutions were higher: 54 percent
of private universities and 48 percent of private colleges versus 44 percent of
public colleges and universities. Complaints came from 52 percent of the respon-
dents in states where the per-capita income is $2,050 or less and from 38 percent
in states where per-capita income is $2,474 or more,

In the past, a number of states received a total allotment from the Federal
Government that exceeded the total amount of the approved requests from institue
tions within the state. In such cases, the excess funds were redistributed to
states where approved requests were greater than the total amount of federal
funds allotted to such states,

This "spillover" procedure contributed significantly to the correction of some
of the inequities in the procedures. Unfortunately, on January 1, 1967, the
‘ Bureau of the Budget prohibited any subsequent use of the "spillover" procedure.

It is realized that no procedure for distributing $190 million to 1,722 insti-
tutions will be satisfactory or completely fair to all of them. It would seem,
however, that if an across-the-board cut has to be resorted to, it would be fairer
to make such an across-the-board cut on a state or regional basis rather than

on a national bu.is, that is, if the aforementioned factors of high-cost insti-
tutions and distribution of income can be taken into consideration.

In the belief that these factors can be considered, although this study has
not investigated all the pros and cons of the state versus the regional versus

the national basis of allocation, it is recommended that the procedure for allo-
cating the federal capital contributions be pasea on a state or regional allo-
cation to take into consideration tne number of students enrolied in highe=cost
institutions and the income distribution of college-going students, as well as
the factor now used of the nNumMber of fulil-time students in higﬁer education, _
Further, it is recommended that no allocation to a state or region be allowed
to lagsel that funds not used 1n a state or regIon be reallocated to states or
regions where insuificient funds have been allotted.

Timing of Allocation Notifications

The first major source of dissatisfaction with the National Defense Student

Loan Program was as reported, the inadequacy of loan funds. The second major
‘ complaint pertains to the timing of notification to individusl institutions of

the funds that they will have available to lend to their students. A total of
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50 percent of the respondents to the Questionnaire to Institutions of Higher
Education stated that the timing of notification was "unsatisfactory." This

50 percent represented institutions with 55 percent of the total enrollment.
Private universities were most dissatisfied (77 percent)., The notification

date was also considered to be a major source of dissatisfaction by women's
private colleges (67 percent), by public universities (64 percent), and by other
private colleges (59 percent). In addition, 27 percent indicated that they were
hampered in making firm commitments to needy students.

In most colleges it is necessary for a prospective student to obtain a commit-
ment regarding financial aid from the institution before he can decide whether
or not to accept an offer of admission. In colleges that have a strict limie
tation on the number of entering freshmen, the financial aid officer is unable
to make a firm commitment regarding the awarding of a National Defense Student
Loan until he receives notification of the total amount of the federal capital
contribution that his institution will receive for the coming academic year,

During the past several years, this official notification to the institution has
not been received until the summer months, As a result, many financial aid
officers are unwilling to commit funds from the NDSLP to entering freshmen, If
the actual amount allotted to an institution is significantly less than the
amount anticipated, most institutions give a priority to upper-class students

in the awarding of loan funds. They are unwilling to make firm commitments

to entering students, for fear that some upper-class students may be forced to
discontinue their education from lack of adequate financial aid to meet their
expenses.

Almost all institutions responding to the questionnaire indicated that they need
to receive notification before June 1 of the specific allocation of NDSLP funds
for the fall terms The majority of them preferred notification before April 1,
It is recommended that Congress revise its schedule of appropriations to permit
notizication at least three months before the beginning og tEe Tiscal year Of

the NDSLP zunds to be made available to the individual institutions.
Instructions and Regorting,Procedures

The staff of the Office of Education is responsible for keeping representatives
of the educational institutions informed of any changes in the policies or pro-
cedures of the National Defense Student Loan Program. A total of 42 percent of
those who responded to the Questionnaire to Institutions of Higher Education
stated that the instructions they had received were "very clear" and an addi-
tional 54 percent stated that the instructions were "fairly clear." Hence,
there was only a very small four percent who found them unclear of did not know
of them,

Individual comments stated a dissatisfaction with the fact that a comprehensive,
accurate manual of policies and procedures had not been issued during the two-
year period preceding the completion of the questionnaire in the summer of 1967.
A new manual was distributed to the institutions in August 1967, however, and it
incorporated changes that resulted from the passage of the Higher Education

Act of 1965,

In any loan program such as the NDSLP, complex reporting procedures are to be

expected. However, only 14 percent of those responding to the questionnaire
felt that the reporting procedures were "unreasonable," Apparently the evaluation
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of the reporting procedures varied according to the size of the institution and
the number of student accounts. A total of 33 percent of the public univer-

‘ sities -- in other words, the larger institutions -- found the reporting proced-
ures "unreasonable."

Some institutions complained that the reporting procedures were set up on the
assumption that the institutions had data-processing equipment and procedures,
On the other hand, institutions that had data-processing equipment were dis-
turbed by the fact that the reporting procedures had been changed in successive
years, necessitating major changes in the programing of their data-processing
system. :

The institutions that responded to the questionnaire from the House of Represen-
tatives Special Subcommittee on Education were more critical of reporting pro-
cedures. Only 24 percent stated that they were not unduly burdened by Office
of Education questionnaires relating to the NDSLP, More than 87 percent of

the institutions indicated that one reason for a delay in submitting reports
was the difficulty in anticipating the statistical information that would be
necessary to complete the report. Almost without exception, the institutions
indicated that they needed a minimum of one to three months advance notice in
order to make adjustments in procedures to accommodate changes in the report
form.

It is recommended that the staff of the U.S. Office of Education make eve

efrort to continue to sim szy and to standardize reporting procedures but also
make every erfort to avois ?reguent cHanges,

‘ Eligibility Criteria and Institutional Restrictions

For an individual student to be eligible for a loan from a participating instie
tution, he must be a citizen or a national of the United States or must express
an intention to become a permanent resident. In addition, he must be capable
of maintaining good academic standing in a graduate or undergraduate program of
studies equal to at least one-half of the full-time workload as determined by
the institution., Special consideration in awarding loans is to be given to
students "with a superior academic background."

The 1967 Manual of Policies and Procedures for the National Defense Student

Loan Program states: ''The primary and most essential condition ot an applicant's
eligibility for a National Defense Student Loan is that he is in need of the
requested loan in order to pursue his course of study during the period for which
the application is made,"

In determining the financial need of the applicant, the institution must take
into consideration a reasonable contribution from his family, the earnings and
savings of the student, and any other sources of support such as scholarships,
grants, loans from non-federal sources and so forth, From the resources availe
able to the student, all college-related expenses are deducted to determine the
approximate amount of financial assistance for which the loan applicant is
eligible, Special provisions have been established for determining the finan-
cial need of applicants who are married, who are financially independent of
their parents, or who are pursuing a course of study required by a religious
group of which they are a member and from whom they receive financial support,

‘ Although the criteria for eligibility appear to be quite liberal, 50 percent of
the respondents to the Questionnaire to Institutions of Higher Education stated
that they placed addditional restrictions upon needy full-time students who applied
for loans. The greatest number of these institutions (76 percent) do not award

o loans to students whose grades are below an institutional standard for receiving
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aid, although these students are in good academic standing. Full-time students
enrolled in evening programs were not awarded loans by 13 percent of those insti-
tutions which imposed restrictions. Other categories of students excluded from the
program by the educational institutions included first-semester students (11 per-
cent), transfer students (eight percent), and married students (five percent).

Despite the fact that these restrictions were probably imposed as a result of these
institutions having limited funds available for loans, concern must be expressed
over the additional criteria that these institutions have established. A grade-
performance criterion may discriminate against students from low-income groups
whose time available for study is limited by the need for part-time employment.
Similarly, the use of high school grades and tests of scholastic aptitude to
determine those students who will receive 'special consideration" may be detri-
mental to students entering college from a culturally deprived background.

A number of institutions tend to restrict aid for at least two reasons to evening
students and students who are married. Typically, these students present a finan-
cial statement from which it is difficult to determine the actual financial need
of the individual. In addition, many financial aid officers tend to interpret the
fact that an applicant, or his spouse, is employed as an indication that the appli-
cant has little, or no, financial need. This problem is especially prevalent with
married students or students who are financially independent of their parents.

Although the freedom of the educational institutions to determine the students to
whom they award loans should not be limited, it is recommended that these addi-
tional restrictions on needy students be called to the attention of the financial
aid officers as possible sources of discrimination. It is recommended also that
the provision in the NDSLP legislation requiring that special consideration be
given to students "with a superior academic background" be eliminated. This qual-
ification is not consistent with the intent of the Federal Government to gran¢ aid
to students in financial need who are able to maintain good academic standing in
higher education. Financial need must be emphasized as the primary criterion for
allocation of loan funds.

Other Recommendations Affecting the NDSLP

Chapter X of this report, which is devoted to "Uniformity of Provisions in Loan
Programs,' contains discussion of three loan program provisions that are part of
the NDSLP.

1. In order to provide the financial aid officer with the flexibility to
award a larger loan to students who encounter unexpected expenses during a
particular year of college study, it is recommended in Chapter X that the
present maximum of $1,000 per year for an undergraduate be increased to
$1,500 in each of the federal loan programs. Changes are not recom-
mended for any of the other limits under the NDSLP.

2. In the case of the student pursuing less than half-time study, the NDSLP
permits deferment of repayment of principal at the option of the iending
institution, but the student pays three percent interest. This is but
one more complicating factor in a program already over-generous with defer-
ments, and hence it is recommended in Chapter X that this kind of deferment
should not be extended to other federal loan programs and that it should be
removed from the NDSLP.

3. There is a discussion of the pros and cons of requiring a student to pay
full six percent interest on his loan during the pay-out period. There
was not a sufficiently strong case made to warrant recommending the
removal of the subsidy.

- 48




D.  COLLECTION OF LOANS

The original legislation for the NDSLP provided for the educational institution
to collect loans, plus interest thereon, in annual installments over a ten-year
period, and for the repayment period to begin one year after the date on which
the borrower ceases to pursue a full-time course of study at an institution of
higher education and end 11 years after that date. The provisions for defer-
ment of repayment for those pursuing at least a half-time program of study and
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for other reasons have been outlined in the introductory section of this report.

A number of previous studies have pointed out the problems that educational

institutions encountered in the collection of loans from borrowers under the
NDSLP. As a result of recommendations based on these studies, significant

changes have been made in the policies and procedures of the program, espe-

cially through the Higher Education Act of 1965.

As a result of the 1965 amendments to the law, new loans can no longer be
billed on an annual basis; the grace period is reduced from 12 to 9 months;
and minimum payments are permitted. Loans made after November 8, 1965, plus
interest, must be repaid over a ten-year period in monthly, bimonthly, or
quarterly installments beginning nine months after cessation of at least one-
half of full-time study. In addition, loans made after November 8, 1965,
must be repaid at a minimum of $15 per month, if required by the institution.

Nature of the Credit Risk

As part of the present study, inquiries were made regarding the collection
experience in the educational institutions. A total of 25 percent of those
responding to the Questionnaire to Institutions of Higher Education stated
that their experience with collection was "unsatisfactory.'" By the very
nature of the program some difficulties with collection are to be expected.
The NDSLP is intended to assist students who would be unable to finance their
college education without these loans. Usual credit standards cannot be
applied, nor can usual credit results reasonably be expected.

The information in Table 7 clearly indicates that NDSLP funds are being
utilized by students from lower income groups as was intended. Many bankers
would consider borrowers at these income levels to be in a "high risk"
category. Educational institutions have little or no basis on which to
estimate, at the time the loan is made, whether the individual borrower is

a '"good credit risk." After all, financial need has to be the major criterion
and, in the huge majority of cases, the only criterion. For most college
students, their participation in the National Defense Student Loan Program
constitutes the first time that they have borrowed any substantial sum.

Responses to the questionnaire showed that 44 percent of the financial aid
officers (part time as well as full time) are responsible for the collection
of loans. Only 56 percent of the respondents to the questionnaire indicated
that they expected to collect at least 95 percent of the amount they have
loaned under the NDSLP; 78 percent expected at least 90 percent. For the
Guaranteed Loan Program, 80 percent of the lending institutions rather
surprisingly expected to collect at least 95 percent, and 94 percent expected
at least 90 percent of the loans to be collected.
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‘ The colleges and universities have stated that the types of students who
become delinquent and may eventually default are:

Dropouts and withdrawals.

Graduates who have particularly heavy loan indebtedness.

Graduates who have met with lack of career success.

. Girls who have married. _

Cases of hardship caused by illness, family circumstance, and so on.

[T R - T S

These are not surprising factors, but at least three of them camnot be antic-
ipated and, therefore, add to the uncertainty of the "credit risk."

It is o1: fficult, therefore, to make a valid judgment regarding the collection
experience of institutions participating in the NDSLP, except, of course, in
the most extreme cases. No other loan program in history of such dimensions --
until the recent advent of the Guaranteed Loan Program -- has been instituted
with so many features which militate against such a judgment. Even the
criteria for evaluating ""delinquency' are subject to question.

Rate of Delinquency

The Office of Education computes a rate of delinquency by dividing the total
amount of payments past due at the end of a given year by the sum of the total
payments due that year and the total of past-due payments carried over from

. previous years. On this basis, in fiscal year 1964, the rate of delinquency
was 16.5 percent. In 1965 the rate was 17.0 percent, and in 1966 it was
approximately 19.5 percent. This form of calculation misrepresents the
delinquency situation. It carries into the current year, in both numerator
and denominator, only the past-due payments from the previous years and gives
no cognizance to the payments collected during the previous years.

The delinquency rate that would seem to be most meaningful would be the
principal amount of loans in arrears divided by the principal amount of loans
in repayment stage. The principal amounts, however, are not reported by
colleges. In addition to denoting the delinquency rate, reporting of the
principal amount of the loans in arrears would give a year-by-year indication
of the losses that might be incurred through defaults.

A second best delinquency rate could be derived by dividing the number of
borrowers in arrears by the number of borrowers in repayment stage. This
information is already available. Table 8 has been computed using this basis.
It shows that the delinquency rate was 8.4 percent at the end of fiscal year
1964, 10.7 percent at the end of fiscal year 1965, and 12.7 percent at the
end of fiscal year 1966. These figures compare with 16.5 percent, 17.0 per-
cent, and 19.5 percent, respectively, figured on the basis currently used by
the Office of Education. It is very interesting to note in Table 8 that the
percentage of borrowers in arrears from one year to three years was remarkably
stable at 2.9 to 3.0 percent during 1964, 1965, and 1966. Those in arrears
more than three years increased from 0.4 percent on June 30, 1964, to 1.2

’ percent on June 30, 1966, again reflecting the cumulative carry forward of
past-due accounts.

51




Iv-21

’ Table 8

NATIONAL DEFENSE LOANS DELINQUENCY

On Basis of Number of Accounts in Arrears
as of June 30, 1964, 1965 and 1966

- As of June 30

1964 1965 1966
Number of terminal borrowers since
inception of Program 372,796 495,866 651,997
Borrowers who have completed repayment 22,497 28,410 42,329
Borrowers whose loans were cancelled by:
Death 882 1,334 1,961
Disability 13 20 30
Bankruptcy 47 117 203
‘ Total deductions 23,439 29,881 44,523
Number currently in repayment stage 349,357 465,985 607,474
Number of terminal borrowers in arrears:
One year or less : 17,578 5.0% 31,984 6,9% 52,239 8.6%
Over one year - to two years 6,666 1,9 8,811 1,9 11,403 1,9
Over two years - to three years 3,818 1,1 4,887 1.0 6,190 1,0
Over three years 1,440 0.4 4,120 0.9 7,255 1,2

Number in arrears and
Percentage of borrowers in repayment
stage who are in arrears 29,502 8.4% 49,802 10,7% 77,087 12,7%

(91
L




1v-22

The largest increase in delinquency was in the arrears of one year or less,
which went from 5.0 percent on June 30, 1964, to 8.6 percent on June 30, 1966.
Any measure of delinquency is subject to inaccuracies, particularly during
the first year a loan is considered to be in the repayment stage. Borrowers
are counted as delinquent if they fail to submit, before the due date of a
payment, evidence of their eligibility for cancellation or deferment of the
payment, or if this evidence is not processed and validated before the due
date. Failure to submit evidence or to have it processed before the due
date undoubtedly accounts for part of the large 8.6 percent delinquency
mentioned above. :

Another problem is the different periodicities of billing employed by insti--
tutions. The Questionnaire to Institutions of Higher Education revealed
that 12 percent of the respondents bill most of their students currently
graduating on a monthly basis, 46 percent quarterly, and 41 percent annually.
Hence, delinquencies of one day, of one week, of one month, connote various
degrees of seriousness. Even though annual billing is not permitted on loan
accounts new after November 8, 1965, it is a matter for concern that so large
a number of institutions still have so many students on an annual billing
basis. This is too long a period for effective repayment results.

It is recommended that the method of computing the rate of delinquency be
changed.  First preference is for using the principal amount of loans in
arrears divided by the principal amount of loans in repayment stage, or
alternatively, the number of borrowers in arrears divided by the number of
borrowers in repayment stage.

Write-0f” Procedure

Another factor that tends to inflate any measure of delinquency results from
the fact that there is no provision in the National Defense Student Loan
Program for an institution to declare a loan in default and to remove the

loan from current accounts. Technically, no loans under the program are
currently in "default," since the maximum period for repayment has not expired
for even the initial borrowers. Because there is no provision whereby an

- institution can declare a loan "uncollectible' and remove it from current

accounts, the annual reports become loaded with more dead wood each year, which
contributes to unrealistic evaluations of delinquency in repayments. This
problem has been cited previously by members of the United States Office of
Education staff and by the participants in the 1965 American Council on
Education Roundtable Conference on the NDSLP.

Removing the defaulted dead wood would not only make the delinquency rate
more meaningful but would put the principal of the loan funds in proper pers-
pective and reveal the actual and potential losses through default.

It is recommended that the following procedure, or something similar to it,

be introduced to resolve the "write-off" problem.

1. If a borrower has failed to make a payment for a period of 36
months and has not received institutional approval for a deferral
or cancellation of payment, the loan must be written oif ard
declared in default.

Qo
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2. If, during this period, the institution or its agent has resorted
to litigation that has resulted in a judgment that paymant is
uncollectible, the entire amount of the outstanding principal and
interest may be charged against the NDSLP fund at the institution.
Therefore, the Federal Government bears 90 percent of the default,
and the institution ten percent.

3. If, during this period, the institution has become satisfied that
for sufficient cause the loan will be uncollectible and should
not be litigated, the institution must present the case to the
Office of Education for writing off. If the Office of Education
approves, the entire amount of the outstanding principal and
interest may be charged against the NDSLP funs at the instituion.

4. If, during this period, the institution or its agent has not
2%?§ued litigation to conclusion or received the approval of the
Office of Education to write off the loan, the entire amount of
the principal and interest outstanding must be repaid to its
NDSLP fund by the institution.

o

The Advisory Committee for this study in its deliberations reacted strongly
against the .roposed write-off procedure as it was originally written requiring
litigation as the only acceptable procedure for charging the loan against the
fund. The above procedure as revised recognizes extreme hardship or other
sufficient cause for write-off, if the cause is acceptable to the Office of
Fducation,

A second point of concern on the part of the Advisory Committee was the long
time period before the write-off would be made. In contrast to commercial
practices and the policies of state guaranteed loan agencies, which wait a

90 to 120 day period before declaring a loan in default, the period of 36
months is very lengthy. However, the availability of deferment and cancel-
lation provisions are a source of confusion that take extra time to detemrmine.
The mobility of students causes additional problems in locating and com-
munication. Educational institutions and their agents must have extra time
to pursue all means for collection and, if necessary, to pursue litigation

to completion before the loan is written off. ,

The intent of the write-off procedure proposed here is to require the insti-
tutions to use all means, up to and including litigation, to collect loans.
It places the responsibility for collection where it belongs, in the hands
of the institution, and is intended to keep the Federal Government out of
the loan collection business.

A review of published Government memos and manuals indicates a gradual trend
toward a federal requirement that litigation be pursued by institutions
routinely if they are to show "due diligence'" in the collection of loans.

The procedure proposed here would preclude the Office of Education from
requiring as a matter of course that all instituions pursue litigation in

all delinquent cases in order "....to protect the financial interest of the
United States."” It would leave to each institution the task of weighing

the advantages and returns of litigation proceedings in loan defaults against
the possible costs both in dollars and relationships with alumni in individual

cases.

D4
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The proposed procedure would preclude the Office of Education, since its
interest has been protected, from requiring that notes that have been written
off be forwarded to the Office of Education for collection by that office or
any other arm of the Federal Government. The initiation of a federal col-
lection effort for loans that have been made by institutions of higher educa-
tion can only serve to damage the relationship between the Federal Government
and the institutions and to limit the incentive for improvement in institutional
collection efforts. Such a federal effort is not necessary under the proposal
because the institutions would be responsible for maintaining collection efforts
when litigation has resulted in a judgment that payment is collectible. The
regular auditing procedures now used by the Office of Education would be con-
tinued.

The write-off procedure proposed here would affect an estimated one to two
percent of the student loan accounts now in the repayment stage. It is
estimated that this percentage would be decreased when the write-off procedure
became established. Although the procedure will require more time and effort
and, hence, money, it does not require the institutions to do more than they
should do. Other benefits will be realized in terms of a greater appreciation
by Congress and the general public of the sound policies and procedures under
which the program is being operated to protect the interests of the institutions
and the Federal Government.

antral Collection of Loans

Another important way to increase the effectiveness of loan collection that
appears to merit special consideration is to establish or make use of central
collection agencies. Various attempts have been made to establish such
agencies or to use already existing agencies.

At the present time, all units of the State University of New York may utilize
a central collection service that has been established to collect National
Defense Student Loans. During the period of 1964 to 1965, this service
reduced the number of payments past due by 317 accounts and reduced the number
of delinquencies by more than $24,000. This experience occurred during a
period when most institutions were experiencing an increase in the number of
delinquent accounts. At the end of fiscal year 1966, the State University of
New York had a delinquency rate of four percent, figured on the basis of numbers
of borrowers in arrears, which compares with the overall national average of

14 percent. Other efforts to collect loans on a joint basis include those of
the Associated Colleges of the Midwest; of 20 institutions in the Cleveland
area; of the Kansas City Regional Council for Higher Education; of a North
Carolina bank collecting for a number of colleges; and of a Chicago bank
collecting for 70 institutions. According to available reports, these efforts
have resulted in aa improvement in the collection of National Defense Student
Loans.

In August 1964, the Association of Colleges and Universities of the State of
New York initiated a study and a proposal to establish a private, non-profit
agency to collect all National Defense Student Loans and other institutional
loans for New York institutions. In order to make the program economically
feasible, a minimum of 5,000 loan accounts had to be handled at the start by
the agency. Unfortunately, this minimum was not recached and the proposal
was dropped by the association.
00

1vV-24




1. Advantages of Central Collection of Loans

Among the advantages that have been cited in support of the central collection
of loans are the following.

1. For most institutions, the cost of collection through a central
agency will probably be less than the cost of collection by the
institution itself. It is impossible to document this opinion,
because good unit costs are usually not available in most insti-
tutions. More important, however, is the qualitative versus
the quantitative results. Colleges are notoriously under-
staffed for administrative functions, and too often the collection
of loans becomes one more function for an already over-busy staff
member. Hence, collection will be handled, but not necessarily
handled well.

The figures for central collection submitted to the Association
of Colleges and Universities of the State of New York and to the
Associated Colleges of the Midwest showed that an agency that

had 10,000 accounts could operate at a per-account basis that

was 80 percent lower than when it had only 1,000 accounts. This
indicates savings particularly for the small and medium-sized.
institution, which can gain the benefits of participating in the
larger-scale, less expensive operation.

2. The utilization of a central collection agency will place col-
lections in the hands of experienced professional debt collectors
and will eliminate the need for special training of personnel in
each educational institution. This training is especially
costly for institutions that have a small volume of loans.

3. A central agency should be staffed adequately to devote its time
and attention to collection problems on a day-to-day basis.

4. The efforts of a central agency should be more successful than
an institution's because of its more business-like approach and
greater objectivity -- especially in the case of the more dif-
ficult collection problenms.

5. If a central agency's efforts are more successful than an insti-
tution's would be, and if they extend over a shorter period of
time than would an institution's, then the recovery of more loan
principal and interest and the recovering of it more quickly may
be considered as an offset to the collection costs.

6. The use of a central agency set up for the particular purpose of
collecting loans should result in more reliable accounting and
reporting.
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2. Disadvantages of Central Collection of Loans

A number of educational institutions, particularly the larger ones, prefer
to collect directly the loans they have made to students. They point out
the following disadvantages to a central collection system.

1. The handling of loan collection by a central agency may alienate
' alumni of the educational institution. The loan was originally
contracted, and a repayment schedule agreed upon, through a
personal relationship between the student and the financial aid

officer or business officer of the educational institution.
To refer the collection of the loan tc a 'collection agency"
removes the personal relationship.

A partial answer to this problem lies in the exit interview, at
which time the college can explain why it relies on a central
agency for collection. Some college officers question whether
loan collections should call for a personal rather than a
business-like approach -- especially in the case of delinquent
repayers. For those delinquent on NDSL repayments, 69 percent
of the respondents to the Questionnaire to Institutions of
Higher Education claimed that they prohibited the release of
transcripts and 77 percent threatened legal action.

2. Some institutions may object to the cost of processing loans
through a central collection agency, especially if they have
already built up the necessary staff and have available the
equipment required for the handling of a large volume of loan
collections.

3. Some students have borrowed both National Defense Student Loans
and institutional loans. It could cause some awkwardness to
have a central agency collecting the former and the colleges
the latter.

One answer to this problem is to have the agency collect
institutional loans as well as National Defense Student Loans.
Or, at the time of the exit interview, the arrangements could
be made for the order of repayments to the two loan funds.
These arrangements have to be made in any case.

3. American Council on Education Roundtable

The participants in the 1965 American Council on Education Roundtable on the
National Defense Student Loan Program considered the concept of central
collection of loans and stated that "There is mounting evidence that both
efficiency and economy can be effected if institutions pool their resources
and establish centralized collection agencies. This is particularly true of
small institutions which cannot afford to put their loan operations on data
processing and computer machines. Early in the history of the loan program
the Office of Education tended to discourage such pooled efforts, on the
grounds that collection was the responsibility of the individual institutions.
While it is true that no institution can shirk this responsibility, it is also

o'
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true that it can perhaps better exercise it by delegating the operation to
those skilled in collecting loans. The Office of Education should take
positive steps to modify its previous position and possibly even to encourage
cooperation." ‘

The 1965 Roundtable participants also considered a proposal that the Federal
Government establish a collection agency for all loans. Although the par-
ticipants recognized the advantage of this system as far as the educational
institutions are concerned, they pointed out that collection is a responsibility
that the institutions cannot and should not avoid.

4. Present Use of Central Collection Systems

At the present time, relatively few educational institutions are using a
collection service for all National Defense Student Loans. Responses to

the Questionnaire to Institutions of Higher Education indicate that seven
percent are using a central collection agency for all loans, and six percent
are using a collection service only for delinquent accounts. An additional
22 percent are giving consideration to the use of a central collection agency.
The balance of respondents (65 percent) are neither using, nor considering the
use of, a central collection agency on a regular basis.

The present use of a central collection system varies from one geographical

’ region to another. For example, as compared with the 35 percent noted above
.for the country as a whole, 58 percent of the respondents in the Office of
Education Rocky Mountain region are either using or considering the use of a
central collection agency. A total of 46 percent of the respondents in the
Midwest are also in this category. The most limited use, or potential use,
appears to occur in the Southeast and the Southwest regions.

Despite the relatively limited use of central collection agencies at the present
time, only nine percent of the institutions responding to the questionnaire were
opposed to centralized collection. A total of 52 percent favored a central
collection service for all National Defense Student Loans, and 39 percent
supported it for collection of delinquent loans.

On the basis of all factors studied, it is recommended that strong efforts be
made to encourage the establishment of statewide or regional central collec-

tion agencies on a private basis, preferably non-profit, with which individual
educational institutions may contract for the collection of National Defense
Student Loans (and, of course, other loan funds if they so wish). It is

further recommended that those institutions with continuous records of unsat-
isfactory collection should be advised to seek membership in a central collection

agency.




Incentive Reimbursement Plan

Another possible way to improve loan collection effectively might be to institute
. an incentive reimbursement plan. Under present procedure, an institution now
is reimbursed for administrative expenses at the rate of one-half of the total
of such expenses or one percent of the aggregate of outstanding loans at the end
of the fiscal year, whichever is the smaller amount. Approximately 1,300
institutions have been authorized to receive reimbursement for administrative
expenses.  Although respondents to the Questionnaire to Institutions of Higher
Education indicated in only 14 percent of the cases that they found the new
Office of Education reimbursement procedure for administrative costs less than
satisfactory, the filing for reimbursement is somewhat time consuming and un-
wieldly and does require institutions to justify reimbursement yearly. Almost
400 institutions had not filed the necessary forms for reimbursement for
1965-6 -- the first year for which reimbursement is available -- according to
information supplied in October 1967 by the Office of Education staff. This
report also indicated that the actual reimbursement to institutions averaged
0.91 percent of the aggregate loan balance at the close of the 1966 fiscal year.

It is safz to say that the average reimbursement of 0.91 percent of aggregate
loan balances did not represent one-half of the administrative expenses incurred
by institutions, inasmuch as approximately 50 percent of the institutions
received the one percent of their loan balances, signifying that their reimburse-
ment was something less than one-half of their administrative expenses. What-
ever the figure is, the incentive reimbursement plan proposed below is designed
to reward institutions with good collection records and to penalize those with
poor collection results.

1. As a first step, substitute for the present procedure a flat per-
‘ centage on outstanding loans each year. The percentage should be
set at a figure to compensate fully for administrative expenses --
say three percent (it is known that one percent for a large number
of institutions is less than one-half of their expenses).

2.  Set the percentage on a sliding scale of, say, three percent for
the first $2 million of loans, 2.5 percent for the next $2 million,
two percent for all balances above $4 million -- in order to give
cognizance to the more economical operation of the larger volumes.
However, in each case the percentage should represent full reimburse-
ment for administrative expenses.

3. Establish a set of performance norms. Perhaps the loans that have
. been in the repayment stage for only six months or less should be
""" left out of such norms because of the delays in arranging for defer-
ments and cancellations. Perhaps an excellent collection record
could be said to be, for example, two to three percent in arrears
for more than six months, an average record six to seven percent,
a very poor record 15 percent,

4. Set premiums and penalties by reducing the percentages of reimburse-

ment set in item 2 above as the delinquency rate increases (item 3
above). For example, an institution with an excellent record could
be reimbursed for the full three percent of the first $2 million of
loans, 2.5 percent of the next $2 million and so forth. An insti-

’ tution with an average record could be reimbursed at, say, 1.5 per-
cent of the first $2 million of loans, or2 percent of the next $2
million, and so on. An institution with a very poor record could
receive little or no reimbursement for administrative expenses.
Naturally, all kinds of combinations of reimbursement rates and

Qo performance records could be used.
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An incentive procedure on the above basis would cost the Government more money.
‘ This would not have to be the case, of course, since a reimbursement scale
could be set at, say, two percent for an excellent record. A larger cost would
be justified, however, because of the possible incentives inherent in the pro-
posal. The plan would encourage an institution not spending enough time and
effort on collection to hire staff or to place its accounts in a central col-
lection agency. An improved collection record might bring reimbursement enough
or more than enough to cover additional expenses. The plan would encourage more
vigorous efforts to collect from potential defaults; an effective write-off
procedure would be reflected in the delinquency rate. It might encourage some
institutions to absorb losses of principal under a write-off procedure that makes
them reluctant to bring legal action.

Another advantage of such a plan is that it would be relatively simple to admin-
ister for both the Office of Education and the institutions and would replace the
present more cumbersome reimbursement procedure. Further there is a provision
at present calling for full reimbursement of litigation and other collection
cost.. The term "other collection costs" is so vague that this provision could
be subject to abuse and difficult to administer. The proposed incentive plan
might permit eliminating the provision for full reimbursement of "other collec-
tion costs.'

It is recommended, therefore, that consideration be given to the adoption of an
incentive reimbursement plan that would relate the reimbursement to institutions
for their administrative expenses with their loan collection record.

‘ Other Matters AffectinLLoan Collections

In Chapter X of this report, there is discussion of the present nine-month grace
period before repayment of National Defense Student Loans begins. Nine months
is thought to be unnecessarily long. Its length affects the delinquency rate
and adds to the difficulty of locating students. It further delays the turn-
over of loan funds. Recommendation is made there that the grace period for

all federal loan funds be set at four months.

Ninety-one percent of the institutions responding to the Questionnaire to
Institutions of Higher Education stated that they conduct exit interviews with
"most' borrowers who are graduating, and 69 percent of these institutions conduct
exit interviews and make repayment arrangements with "most" students who withdraw
before receiving a degree or certificate. Unfortunately, it is the dropouts

and withdrawals who are considered to contribute heavily to delinquency in col-
lections, but they frequently are not available for exit interviews unless they
intend to resume their studies at a later date in the same or another institution.

Information was also obtained in the questionnaire regarding the frequency of
use of recent changes in procedure that were introduced in an attempt to improve
collections. Only 44 percent of the institutions permitted borrowers to make
repayments less than the amount due; and only 25 percent imposed penalty
charges on delinquent borrowers. Although a significant majority of insti-
tutions (69 percent) claim to prohibit the release of transcripts to delinquent
borrowers and 77 percent of the institutions inform these borrowers that legal

’ action may be taken against them, only 26 percent have actually resorted to
either legal action or to a private collection agency. Smaller institutions
appear to be especially reluctant to resort to these stringent methods to
collect loans from delinquent alumni.
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In addition to continuing the annual training workshops for institutional

‘ personnel involved in the collection of loans, it is recommended that the
Office of Education regional offices continue and expand the number of
intensive training sessions and evaluations of the collection procedures at
the individual institutions in need of such assistance.

E.  CANCELLATION OF LOANS

The National Defense Student Loan Program provides for the cancellation of all,
or part, of the loan balance in the event of death, permanent and total dis-
ability, bankruptcy, or teaching service on the part of the borrower.

To encourage students to enter the teaching profession, the original law pro-
vided that up to one-half of the loan could be cancelled at the rate of ten
percent for cach year cf teaching service in public elementary and secondary
schools in the United States. This feature was recently broadened to include
teaching service in private non-profit elementary and secondary schools and in
institutions of higher education, and to include teaching service in elementary
or secondary schools overseas of the Armed Forces of the United States.

The Higher Education A:t of 1965 provided that the entire loan could be cancelled
at a rate of 15 percent for each year of teaching service in certain designated
public or private non-profit elementary or secondary schools with a high concen-
tration of students from low-income families. The amendments to the Act in 1966
extended tho 15 percent cancellation feature to teachers of handicapped children.

‘ Table 9 presents the number of student loan accounts and the amount of loan
principal cancelled for each of the four allowable reasons from the inception
of the program through the end of fiscal year 1966.

Table 9

National Defense Student Loan Program
Cancellations from Inception to June 30, 1966

Cancellations

Reason Number of Accounts Amount of Principal
Death - 1,961 $ 1,329,777
Disability 30 13,877
Bankruptcy 203 149,170
Teaching service 142,895 24,704,828
TOTAL 145,089 $26,197,652

———_ ] L ——— 3

A total of 142,895 borrowers who were engaged in teaching have cancelled $24.7
million of their loan principal. The total average cancellation per teacher
is only $172, but the figure is not meaningful since it combines teachers who
have completed their cancellations with those who have just started. Table 10
shows the utilization of the teacher cancellation provision for each fiscal
year since the inception of the program and reveals the rather startlingly low
average cancellation of only $83 and $84 in fiscal years 1965 and 1966 respec-

' tively. At the allowable cancellation rates of ten percent and 15 percent,
this would indicate rather low total NDSLP borrowings of $800 on the average
for those using the cancellation provision.
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. During the course of this study, no objections were raised among those interviewed
against the provisions for cancellation in the event of death, disability, or

bankruptcy. No apparent problems exist in the administration of these provisions,
since they are available to all borrowers and the procedures for their implemen-
tation are clearly defined. A number of serious objections and problems have
been raised, however, with regard to the teacher cancellation provisions of the
program.

The study staff has been unable to find any clear-cut evidence that the teacher
cancellation provision has materially contributed to an increase in either the
number or quality of teachers. During the nine years since the National Defense
Student Loan Program was instituted, the rate of increase in the number of classe
room teachers has closely paralleled the rate of increase in the number of high
school graduates, the number of college graduates, and the number of college
graduates with bachelor's degrees in education. Table 11 shows that this paral-
lelism also existed during the four years before the NDSLP and teacher cancellation.

In testimony before the special Subcommittee on Education of the Committee on
Education and Labor of the House of Representatives, Harold Howe II, U.S. Come
missioner of Education, stated that there is no clear answer to the question of
whether the forgiveness feature has encouraged more college students to enter the
teaching profession. This statement of Mr. Howe's was corroborated by a similar
statement made by Peter Muirhead, Associate Commissioner for Higher Education,

Only ten percent of the respondents to the Questionnaire to Institutions of
Higher Education indicated that, in their opinion, the teacher cancellation

. provision definitely increased the number of students who entered the teaching
profession. An additional 32 percent of the respondents stated that the proe
vision "probably" contributed to an increase in the number of teachers. A sep-
arate analysis of the responses from 126 four-year accredited teacher's colleges
revealed that they felt just about the same as the rest of the colleges,

There is some evidence to indicate that the teacher cancellation provision has
not been effective in increasing the number of qualified teachers. A total of

34 percent of all respondents, including 58 percent of the public universities
responding to the questionnaire, stated that in their opinion the teacher cane
cellation provision had not increased the number of students in their institution
who have gone into teaching. Of the respondents from teacher's colleges, 38
percent concurred in this judgment,

It would be valuable to show the relative significance or insignificance of
teacher borrowing, but some items of information are not available and other
items are difficult to reconcile. During fiscal year 1966, there were 118,400
teacher cancellation certificates, all but 6,000 of which were from elementary
and secondary school teachers., Of these 118,400, there were 46,650 firsteyear
certificates; presumably the large percentage of them were newly graduated from
college, Relating the 46,650 ''new-teachers-in-1965-66" borrowers with the 72,500
"college-seniors-in-1964-65" borrowers, produces the rather startling statistic
that 60 percent of the senior class borrowing under the NDSLP went into teaching
(assuming, of course, that all "new teacher" borrowers had borrowed under the
NDSLP in their senior year,)

. In addition, relating the 46,650 '"new-teachers-in-1965-66" borrowers with the
150,000 total new teachers in elementary and secondary schools, produces the
information that 30 percent of all teachers borrowed under the NDSLP. As
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mentioned earlier in this report, students borrowing under the NDSLP repre-
sented nine percent of all full-time students in higher education,

These very rough statistics might lead to a question as to whether an undue
proportion of teachers are borrowing at least partly to receive a later cancel-
lation -- so that, in other words, their loan has been transformed into a grant,
This worry is on the minds of some people in the educational world, It is
impossible, however, to believe that prospective teachers are borrowing who do
not need to borrow, and it is equally impossible to believe that financial aid
officers would award the loans to prospective teachers who are not in need.
Hence, it would seem reasonable that many prospective teachers in need are
borrowing, as they would have to under any circumstances, and simply taking
advantage of a right of cancellation to which they are éentitled, None of this
reasoning, however, supports or fails to support any thesis that the cancellation
provision has contributed to an increase in the number of teachers, It can pro-
bably be assumed though that many prospective teachers are availing themselves
of a "grant" (that is, a cancellation of loan) who did not need the stimulus of
this benefit in order to go into teaching,

The data contained in Table 10 reveal that the average amount of loan principal
cancelled during fiscal years 1965 and 1966 was only $83 and $84, respectively,
Since the large majority of teacher-borrowers are eligible for cancellation of

50 percent of indebtedness over five years, these averages would seem to indicate
total NDSLP borrowing of $800 to $850 and, hence, cancellation of only $400 to
$425 over a five-year period. The average annual "saving'" seems insignificant

in relation to the approximate average annual salary of classroom teachers in
public elementary and secondary schools, which was £6,500 in fiscal year 1966,

As was stated previously, it is impossible validly to determine the effectiveness
of the teacher cancellation provision in terms of meeting manpower needs in the
teaching profession., -However, if the teacher cancellation provision is effective
in this regard, serious consideration would have to be given to an extension of
the cancellation provision to borrowers who enter other "critical" professional
fields. Among the professions that have already expressed a desire for a loan
cancellation provision are those of law enforcement, social work, the military
services, and the health professions.

Any cancellation provisions in the National Defense Student Loan Program should
also be extended to students from similar income groups who borrow funds through
the Guaranteed Loan Program, State loan agency personnel and individual bankers
have stated categorically, however, that the introduction of cancellation pro-
visions into the Guaranteed Loan Program could hurt the efforts of the past years
to attract private credit sources for student loans.

Extension of cancellation provisions to other categories and to other profes-
sions might possibly have a detrimental effect upon collection of all

loans in the National Defense Student Loan Program, In the Questionnaire to
Institutions of Higher Education and in several meetings the study staff attempted
to find out whether there was any depth to an alleged feeling on the part of
students that "our loans will be forgiven if we wait long enough.'" In answer to
the question about whether the teacher cancellation feature makes it more dif-
ficult for their institution to collect funds owed by borrowers who are not
eligible for cancellation, 12 percent of the respondents said "yes" definitely
or probably; 70 percent said '"mo"; and 18 percent said "hard to say." There is
no widely held opinion, therefore, that cancellation is hurting collection, but
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it would seem fair to say that the situation would worsen if more and more cane
cellation provisions were created.

The teacher cancellation feature of the NDSLP has caused the expenditure of time
and effort and controversy far beyond its significance, On the one hand, 67 per-
cent of the respondents to the questionnaire requested no change in the cancel-
lation provision, but this percentage ranged from 81 percent of the theological
schools down to 44 percent of the public universities, The vote in favor of
eliminating all cancellation came from 22 percent of all respondents, but this

‘percentage again ranged from 49 percent of public universities to two percent of

the theological schools.

On the other hand, the several meetings with university business officers clearly
showed a very heavy preference for eliminating loan cancellations. This same
feeling was voiced overwhelmingly in seven in-depth discussions that related mainly
to the Guaranteed Loan Program, The Advisory Committee for this study showed a
strong consensus in favor of eliminating all loan cancellation provisions. They
added the opinion that efforts to relieve critical manpower needs should not be
made in the form of cancelling loan principal, that it was fundamentally unsound
to motivate a student to choose a career on the basis of loan forgiveness.

The administration of the teacher cancellation provision has caused an extravagant
amount of time and effort on the part of Office of Education staff in Washington
and in the regional offices as well as college staff, The definition of a "full-
time teacher" was relatively simple at the outset, since it applied only to
teachers in public elementary and secondary schools, Then as the "fulletime
teacher" spent part of his time on guidance and counseling; and as eligibility
was extended to private schools and then to institutions of higher education;

and as the "full-time teacher" took on some administrative duties and then more
administrative duties while his cancellation period still lasted, confusion
started to reign. It was up to college officers to define "full-time teacher,"
and three out of five disagreed with the other two. Regional offices differed

in their interpretation of a "full-time teacher.” During the period of this
study, the Office of Education staff in the Loans section declared that 80 per-
cent of their correspondence and inquiries dealt with the single subject of
definition of eligibility under the teacher cancellation provision. This, of
course, is an intolerable situation.

In each of 1964, 1965, and 1966 the teacher cancellation provisions were broadened.
The very changes themselves show what happens when there is a "vulnerable" spot,

It should be pointed out that the teacher cancellation provision of the National
Defense Student Loan Program discriminates against potential teachers who do not
borrow funds for their education, and it discriminates against potential teachers
who borrow from non-federal programs or from federal programs other than the
National Defense Student Loan Program,

After evaluating all these factors, the study staff recommends that the teacher
cancellation grovision of the National Defense Student Loan Program be ghasea
out b eliminating the availabi ity of this teature to new borrowers after

1 ;

scal year 969,
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V. HEALTH PROFESSIONS STUDENT LOAN PROGRAM

A. BACKGROUND

The problem of financial aid for students in the health professions has long
had a high priority in discussions among the various professional school groups.
In the early 1960's, the Association of American Medical Colleges (AAMC) formed
a Financial Aid Committee to g.1ipple with the problem of the lack of federal
financial aid for students in the health professions, more specifically the
medical schools. Students in other graduate schools had been heavily sup-
ported by federal funds in the form of stipends and graduate assistantships.

The schools continued to move for action, and in 1963 the Health Professions
Educational Assistance Act (PL 88-129) was signed into law. It authorized
loan programs initially for students in medicine, osteopathy, and dentistry.
Funds were authorized for fiscal year 1964, but no appropriations were made
until fiscal year 1965.

The AAMC undertook a nationwide study in late 1963 to obtain information on
how medical students were financing their education. The relevant information
was to be obtained before funds were made available under the Health Profes-
sions Act. The study supported the recommendations of the AAMC and justified
the funding of the new federal program.

The Department of Health, Education, and Welfare asked the Public Health
Service through its Bureau of Health Manpower to administer the new program.

B. PROVISIONS OF THE PROGRAM

The school is required to provide $1 for every $9 of federal contribution to
the loan fund. Previously, if the school was unable to provide this amount,
institutional loans from federal funds were available. However, under the
Allied Health Professions Personnel Training Act of 1966 (P.L. 89-751), loans
to institutions for matching-fund purposes are no longer available under the
Health Professions Student Loan Program after June 30, 1967. In fiscal year
1968 the school must either provide its own funds for matching or borrow the
full amount of its loan funds from the Revolving Fund (see Chapter IX).

The purpose of the Health Professions Student Loan Program (HPSLP) was to
increase the opportunities for the training of physicians, dentists, and others
in the health professions by making available long-term loans with low interest
rates for students who have demonstrated need. The maximum any student may
borrow in a given academic year is $2,500; no total borrowing limit is set.
The student pays no interest while in school, only after the expiration of the
grace period and during the repayment stage. The interest rate is established
for each fiscal year at the "going federal rate" by the Secretary of the
Treasury. It was 4 1/4 percent in fiscal years 1965 and 1966 and 4 5/8 per-
cent in fiscal year 1967. Loans are repayable to the school over a ten-year
period, beginning three years after the student has completed his full-time
course of study. Interest does not accrue nor is repayment required while a
student is serving on active duty in a uniformed service or in the Peace Corps.
Maximum deferment is for three years for each category of service.

67




Part of the loan (plus interest) may be cancelled for borrowers who practice
medicine, dentistry, osteopathy, or optometry in an area identified by the
state health authority as having a shortage of these professional services.
A maximum of 50 percent of the amount of the loan (plus interest) that is
unpaid on the first day the borrower is engaged in such practice, may be
cancelled at the rate of ten percent for each complete year of practice.

The entire loan (plus interest) may be :ancelled for a borrower who practices
medicine, dentistry, osteopathy, or optometry in a shortage area that the
Secretary of HEW has identified as a rural area characterized by low family
income. A maximum of 15 percent of the amount of the loan (plus interest)
that is unpaid on the first day the borrower is engaged in such practice may
be cancelled for each complete year he practices.

C.  OPERATION OF THE PROGRAM

In the few years that the loan program has been under way, it has appeared to
be very successful. Ninety five percent of the medical, dental, osteopathy,
and podiatry schools participated in the program last year, and 63 percent

of the pharmacy schools.

Fiscal Year 1967

Number Number Not
Participating Participating
Medical schools 88 2
Dentistry schools 46 3
Osteopathy schools 5 -
Pharmacy schools 45 26
Podiatry schools 2 3
186 34

Table 12 shows the progress of the program since its inception. Almost all
the medical, dental, osteopathy, and optometry schools have participated
since the beginning; hence, the growth of the number of institutions has
been in pharmacy and podiatry, added in fiscal year 1967, and veterinary
medicine, added in fiscal year year 1968.

The number of borrowers has increased dramatically from 11,554 in fiscal year
1965 to 20,168 in fiscal year 1967 and probably 25,000 in fiscal year 1968.
It is noteworthy that the estimated number of borrowers under this program
this year is expected to represent a very sizable 39 percent of the total
enrollment of the 217 schools participating.

The average loan under the HPSLP is $1,000 to $1,100 per year.

The schools' requests have increased from $20 million in fiscal year 1965 to
$33 million in fiscal year 1968. The amounts allocated have represented 50
percent of the requests in 1965, 75 percent in 1966, 93 percent in 1967, and
80 percent in 1968.
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D.  AMERICAN MEDICAL ASSOCIATION EDUCATION AND

RESEARCH _FOUNDATION - GUARANTEED LOAN PROGRAM

In 1962 the American Medical Association Education and Research Foundation
(AMA-ERF) established a fund to guarantee loans to medical students. Loans
are made by several designated banks throughout the nation and are guaranteed
by the AMA-ERF. The maximum loan of $1,500 per year was reduced in 1966 to
$750 because of the tight money market. Interest is charged the borrower
during the entire life of the loan at one percent above the prime commercial
rate. Financial need is not a criterion; approval by the applicant's school
is sufficient.

The number and amount of loans rose steadily from $6.1 million in fiscal year
1962 to $9.6 million in 1965. Then, in fiscal year 1966 the amount fell off

by 20 percent to $7.6 million, and the estimated 1967 total was only $3.7 million.
Compared with the amounts borrowed by medical students under the Health Profes-
sions Student Loan Program (HPSLP), the amounts are as follows:

Amounts Borrowed by Medical Students
(in thousands)

Fiscal Year ” AMA HPSLP Total
1965 $9,600 $ 6,029 $15,629
1966 7,600 9,576 17,176
1967 3,700 est. 12,371 16,071

At least part of the cause of the decrease beginning in 1966 is attributed by
AMA to the necessity that year of reducing the maximum loan from $1,500 to
$750 because of the tight money market. Naturally the introduction of the
new federal HPSL program with no interest during the study period and the
""going federal rate'' during the repayment period, with generous deferments and
a three-year grace period, would be bound to have a serious effect on the
privately funded AMA program.

As of August 31, 1967, the AMA-ERF had some 28,700 loans totalling $36 million;
of these, 3,700 notes for $8 million were in the repayment rtage. The delin-
quency rate may be stated at 3.6 percent of the amount of the loans in the
repayment stage.

In response to this study's Questionnaire to Health Professions Schools, 77 per-
cent of aid administrators at medical schools said that some of their students
received AMA-ERF loans in 1966-67. In answer to a question about how success-
ful AMA loans were in providing for the needs of their medical students in
1966-67, seven percent of the respondents said 'very successful," 44 percent
"'somewhat successful,' and 49 percent '‘unsuccessful."

E. RESPONSES FROM SCHOOLS

This study's Questionnaire to Health Professions Schools(l) was sent to all
schools participating in the Health Professions Student Loan Program: 162 or
84 percent responded.

(1) This questionnaire is reproduced as an Appendix to this report.
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Opinion of Program

Sixty-five percent of the questionnaire respondents indicated that the HPSLP
was very successful in providing for the needs of their health professions
students. The balance of the responden:: indicated that the program was ''some-
what" successful and gave the lack of adequate funds as the main reason that a
higher rating could not be given. in the area of pharmacy, two-thirds of

the schools participate in the program, and 80 percent of the respondents

rated it very successful; the balance rated it ''somewhat' successful.

Inadequacy of Funds

The inadequacy of funds for the HPSLP is a function of both the total national
appropriation and the basis for its allocation to the schools. The appro-
priation is distributed among participating institutions on the basis of
institutional request or proportion of full-time students enrolled, whichever
is less. It is deficient in that it does not effectively reflect student
expense and financial aid differentials in the various programs. Thus 42
percent of the medical and dental institutional respondents felt that funds
for the ioan prcgram were inadequate and inadequate by sizablec amounts. On
the other hand, only 17 percent of the pharmacy school respondents with much
lower student expense budgets felt that funds were inadequate.

It is recommended that the institutional allocation procedure be revised to
‘ take into consideration not only the proportion of students involved, but
the relative student expense budgets.

Lateness of Notification of Allocation

Only two items stood out as other important sources of dissatisfaction, and
both of these related to the timing of notification to the institutions of
their allocation. Sixty-four percent of the health professions schools
indicated that the timing of notification of the availability of funds was a
source of dissatisfaction. Thirty-one percent said that they were unsatis-
fied with their ability to make a firm commitment to a needy student.
Undoubtedly the latter was a result of both lateness of notification of the
fund award and a lack of sufficient funds.

The lateness of notification of institutional allocation is a critical problem,
too often tying the hands of a school in making an important financial
commitment. In 1966 it was Christmas before the schools were finally
notified, three to four months after the academic year started. The ques-
tionnaire respondents were clear about their needs: 83 percent of the medical
schools, 85 percent of the pharmacy schools, and 87 vercent of the dental
schools want to be notified before May 1.

The newly effective Revolving Fund (Federal National Mortgage Association
[FNMA] participation certificates) can solve the timing-of-notification problem
‘ if the FNMA can schedule its bond sale effectively. It is recommended that
the direct Congressional appropriations involved and the sale of FNMA par-
ticipation certificates be timed so that institutions will know their allocations
for the following year several months before July 1 of each year.
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Other Responses

All the medical schools responding to the questionnaire felt that the instruc-
tions from the U.S. Public Health Service were either very clear or fairly
clear. This was also the response of the other professions with the exception
of the pharmacy schools, of which a small nine percent felt that the instruc-
tions were not clear.

The questionnaire respondents stated that in 91 percent of their institutions
students made.use of loans under the Guaranteed Loan Program. In answer to

a question on how they would react to Guaranteed Loans if they were readily
available to their students, 16 percent of the medical schools and dental
schools said they would reduce or eliminate their request for Health Professions
Student Loans.

F.  COLLECTION OF LOANS

Section D of Chapter IV on the National Defense Student Loan Program is devoted
to the collection of loans for that program. It is too early, of course, for
the collection problem to loom large in the Health Professions Student Loan
Program, but the thoughts and recommendations noted in Chapter IV for the NDSLP
are applicable to the HPSLP also.

It is true that the nature of the credit risk is different from that of the

. other federal loan programs because the borrowers in the health professions
schools are going into careers that have potentially medium-high and very high
levels of compensation. Recommendations made in section D of Chapter IV that
are more applicable to the HPSLP are the following.

1. The greater use of central collection agencies.
2. An effective write-off procedure.

3. Determination on a regdlaf basis of the rate and amount of
delinquency (and potential default).

4, An incentive plan for the reimbursement to schools of admin-
istrative expenses.

Thirty-one percent of the health professions school respondents to the question-
naire favor a centralized collection service for all HPSLP loans. Of the
respondents to the Questionnaire to Institutions of Higher Education, 52 percent
favored a centralized collection service for NDSLP loans, as noted in Chapter 1V,
Half of the health professions aid administrators favored centralized collec-
tion only for loans they designated. The remaining 21 percent were opposed to
central collection altogether. Few health professions schools are using
centralized collection at the present time, either for all their loans or for
delinquent accounts. However, a large number (78 percent) of the medical
schools are at present considering the use of this service for National Defense
‘ Student Loans.
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' G. OTHER RECOMMENDATIONS AFFECTING THE HPSLP

There are three other chapters in this report that contain recommendations
affecting the Health Professions Student Loan Program.

In Chapter XI there is discussion of the advantages and disadvantages of
incorporating the administration of this program and the Nursing Student

Loan Program with that of the other four federal loan programs, which are now
housed in the U.S. Office of Education. It is recommended that the operation
of the six loan programs be brought into a single administrative agency. It
is further recommended that appropriation requests for the HPSLP and the
Nursing Student Loan Program continue to be submitted as separate budget items

_ by the Public Health Service.

In Chapter IX it is recommended that steps be taken to determine what additional
factors, if any, should be considered and developed to make the Revolving Fund
a completely feasible and acceptable tool for the financing of loan funds.

Chapter X covers the subject of '"Uniformity of Provisions in Federal Loan
Programs."” The nine recommendations made there that affect the Health
Professions Student Loan Program are the following. :

1. The total borrowing for all undergraduate, graduate, and professional
study should be set at $10,000. This limit applies equally to the
student borrowing under one or undér more than one federal loan

. program.

In answer to a question about the maximum amount a professional
student should be allowed to borrow from all sources before he
receives his M.D. or D.D.S. (including undergraduate loans), the
schools responded as follows.

Medical Dentail .Pharmacy Totail

$ 7,500 orsless 23% , 9% ’ 9% 26%
10,000 56 50 49 51
12,000 or over 11 41 12 23

2. Bona fide half-time students should be made eligible for all federal
loan programs.

3. The students' interest payment of the "going federal rate' during
repayment stage should be revised to the three percent used by other
federal loan programs. :

4. Deferments of principal repayment and cancellation of interest should"
be extended to (a) VISTA service, (b) half-time study, and (c) intern-
ship and residency. This deferment should be accompanied by a
reduction of the grace period from three years to four months.)

‘ ' 5. The grace period for all federal loan programs should be reduced to
' four months.
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Provision should be made for reimbursement to institutions of
expenses incurred in administering loan programs.

lations due to death or disability should be eliminated.

8. Provision should be made to recognize bankruptcy as a reason for
cancellation of loans.

9. Provision should be made for the optional assessing of late payment
charges against student borrowers.

H.  CANCLLLATION OF LOAN FOR PRACTICE

Under the present Health Professions Educational Assistance Act a borrower
practicing medicine, dentistry, osteopathy, or optometry in an area identified
by his state health authority as having a shortage of and need for these
professional services may have a maximum of 50 percent of the amount of the
loan (plus interest) unpaid on the first day he is engaged in such practice
cancelled at the rate of ten percent for each complete year of practice. The
entire loan (plus interest) may be cancelled for practicing medicine, dentistry,
osteopathy, or optometry in a shortage area that the Secretary of HEW has
idertified as a rural area characterized by low family income, at the rate of
15 percent of the amount of the loan for each complete year of such practice
‘ (plus interest).

In Chapters IV and VI of this study it is recommended that the cancellation
provisions for teachers under the National Defense Student Loan Program and
for nurses under the Nursing Student Loan Program be eliminated. The more
important reasons for this recommendation are not applicable, at least as yet,
to the Health Professions Student Loan Program. Some of the reasons, however,
are as applicable to the HPSLP.

The Advisory Committee of this study expressed the opinion that it is funda-
mentally unsound to create a situation in which a student might choose a
career on the basis of loan forgiveness. This opinion does not apply to the
HPSLP, of course, because its two cancellation provisions apply only to
location of practice.

Nor do the following factors, which entered into the recommendation affecting
teacher cancellation, have relevance to the HPSLP cancellations.

1. The problem of defining eligibility and administering the
provisions. :

2. . The relative insignificance of the amounts cancelled. (More
health professions students borrow, and they borrow larger amounts.)

3. The possibility of hurting loan collections in areas not eligible
‘ for cancellation.
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‘ The following two factors do have relevance to the HPSLP cancellation provisions.

1. The cancellation provisions represent a discrimination against
students who do not borrow or who borrow from other loan programs
that do not permit the cancellation. To be fair and consistent,
all federal loan programs should carry these cancellation pro-
visions, if they are to be retained.

2. The short history of cancellation provisions proves that one
cancellation begets another which begets still another.

It is too early to know whether the cancellation provisions of the HPSLP will
be successful in attracting professional men to the desired areas. This is
the most important factor of all. It has been argued that the relief of
critical manpower (or area) needs should not be made in the form of cancelling
loan principal. In the case of the HPSLP, if the cancellation provisions
successfully attract manpower to areas in need of professional medical services
they will have been worthwhile. If the provisions prove not to be successful
in this respect they should be eliminated as promptly as possible.
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. A VI. NURSING STUDENT LOAN PROGRAM

A PROVISIONS OF THE PROGRAM

The loan program authorized by the Nurse Training Act of 1964 (P.L. 88-581) was
designed to increase the number of nursing students by enabling needy students

to finance their nursing education with a long-term, low-interest loan. Approved
diploma, associate degree, baccalaureate, and graduate schools of nursing are
eligible to participate in the loan program.

Nursing schools which establish loan funds request funds and receive allocations
from the U.S. Public Health Service, determine the eligibility of student appli-
cants for loans, decide the a.ount of the loans, admlnlster the funds, and cole-
lect the repayments.

The school is required to provide §1 for every $9 of federal contribution to the
loan fund. Previously, if the school was unable to provide this amount, instie
tutional loans from federal funds were available, However, under the Allied
Health Professions Personnel Training Act of 1966 (P.L, 89-751), loans to insti~
tutions for matching-fund purposes are no longer available under the Nurse
Training Act of 1964 after June 30, 1967. In fiscal year 1968 the school must
either provide its own funds for matching or borrow the full amount of its loan
‘ funds from the Revolving Fund (see Chapter IX).

The maximun amount a nursing student may borrow is $1,000 per academic year.

If required to attend school more than nine consecutive months, however, the
student may borrow up to $1,333 for the calendar year, Aside from the annual
amount, no maximum is set on total borrowing under this program, Students
eligible for a Nursing Student Loan may not be awarded a National Defense Student
Loan.

Loans are repayable over a ten-year period, beginning one year after graduation.
No interest accrues during the period of study. Loans bear interest, starting
with the repayment period, at the rate of three percent annually or the ''going
federal rate" at the time the initial loan was made, whichever is higher. The
"going federal rate," established annually by the United States Treasurer at
the beginning of each new fiscal year, was 4 1/4 percent in fiscal years 1965
and 1966, and 4 5/8 percent in fiscal year 1967,

If, after graduation, the borrower works full-time as a professional nurse in
a public or non-profit private institution or agency, up to 50 percent of the
amount of the loan that is unpaid on the first day of employment, may be can-
celled at the rate of ten percent each year.

The Nursing Student Loan Furd began operation in fiscal year 1965. Along with
the Health Professions Student Loan Program, it is administered by the Division
of Health Manpower Educational Services of the U,S. Public Health Service.
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B, OPERATION OF THE PROGRAM

The Nurse Training Act of 1964 authorized $85 million for the Nursing Student

Loan Program over a five-year period, as follows,

Fiscal year 1965 $%,100,000

Fiscal year 1966 8,900,000
Fiscal year 1967 16,800,000
Fiscal year 1968 25,300,000
Fiscal year 1969 30,900,000

Only those schools accredited by the National League for Nursing or reasonably
assured of receiving accreditation are eligible to participate in the program,
This has ruled out a number of junior colleges whose programs are relatively
new and not ready for accreditation. Some junior colleges with regional accred-
itation for their entire program have been unwilling to submit their nursing
program for separate evaluation by the National League for Nursing.

Particigation bz Schoq&i

The National League for Nursing lists 1,225 nursing programs in 1,219 schools

in its 1967 listing of ''State-Approved Schools of Nursing = R.N." Of these,

743 were accredited and, as of June 1967, 159 had reasonable assurance of accreds
itation -- making a total of 902 programs eligible for the Nursing Student Loan
Program. As of October 6, 1967, 646 of these programs were participating in the
NSLP, leaving 256 eligible programs not participating, Below is a breakdown of
these figures by type of nursing program

Accredited
Reasonable Participating
Total Fully Assurance in NSLP

Baccalaureate 210 147 NA 164
- Associate Degree 218 19 NA 71
Diploma 797 577 NA 411
1,225 743 159 646

Graduate 41

o87

It would appear that the large majority of the eligible programs not participating
in the NSLP are hospital diploma schools, The American Hospital Association cone
ducted a survey of the hospital schools of nursing in February 1967, Of 625
respondents, 419 schools were participating or were planning to participate in the
NSLP, Schools participating in other programs under the Nurse Training Act of
1964 were asked to state their reasons for not participating in the loan program.,
Aside from those who had no evidence of student demand or were able to handle

such demands otherwise, the reasons consistently related to administrative costs:
"Collection problems," '"more bookkeeping," "complicated procedures," and "addi-
tional clerical help required." The staff of this study recommends later that
nursing schools be given some reimbursement of expenses incurred in administration
of loan- funds,
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Growth of the Program

Table 13 shows the progress of the program since its inception. The number of
schools participating has inrcreased from 426 in 1965 to 687 in 1967. Practically
all of the eligible graduate, baccalaureate, and associate degree schools are
participating. As noted earlier, the large number of eligible schools that are
not participants are hospital diploma schools,

The number of borrowers has increased from 3,645 in 1965 to 17,218 in 1967,
These figures represented five percent of the total enrollment of the participating
schools in 1965 and 18 percent in 1967.

The average loan was $567 in 1967 and $534 the previous year, approximately the
same as the average borrowing under the National Defense Student Loan Program,
The schools' requests for the first three years have approximated the original
expectations of $28.8 million. The borrowings, however, have only totalled

$17.5 million. In response to this study's questionnaire as to why their alloe-
cation was more than they needed in 1966-67 (if such was the case), 33 percent
stated there was less need than they-had imagined, 25 percent stated that nursing
students are reluctant to borrow, 19 percent explained that they were notified
about the amount of their allocation too late,

The schools' requests for fiscal year 1968 totalled $16,3 million, as opposed to
the original expectation of growth to $25,3 million,

Co RESPONSES FROM SCHOOLS

A guestionnaire (see Appencix) was sent to a large sample of nursing schools,
including some who are not participating in the NSLP,

Opinion of Program and Administration

The overwhelming majority (73 percent) of all types of nursing schools said that
the NSLP is very successful in meeting the needs of their students, and 82 percent
of them expected that it would be very successful in fiscal year 1968,

Fifty-two percent were very satisfied with the assistance from the Public Health
Service,

Only six percent of the respondents said that the reporting procedures required
by the Public Health Service were unreasonable,

Institutional Allocation

In spite of the fact that allocations for fiscal year 1967 were almost the same
total as the institutional requests, 15 percént of the respondents said that their
1967 allocation was inadequate, These included 30 percent of associate degree
respondents and 15 percent of diploma respondents,

These schools were asked if they were limited by the difficulty in raising the
institutional share of the funds, Of those involved and responding, ten percent
answered 'yes" (including 19 percent of the associate degree and eight percent
of the diploma schools),
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. Lateness of Notification of Allocation

Only two items stood out as important sources of dissatisfaction, and both of
these related to timing of notification of the institutional allocation. Seventy-
five percent of the nursing schools indicated that timing of notification of the
availability of funds was a source of dissatisfaction., Sixty-two percent said
that they were not completely satisfied with their ability to make a firm commit-
ment to a needy student.

The lateness of notification of institutional allocation is a critical problem,
too often tying the hands of a schoc! in making an important financial commitment,
In 1966-67, it was Christmas time before the schools were finally notified, three
to four months after the academic year had started. The questionnaire respondents
were clear about their needs: 83 percent of the graduate schools, 82 percent of
the baccalaureate programs, 65 percent of the associate degree programs want to
be notified before May 1,

The newly effective Revolving Fund (Federal National Mortgage Association par-
ticipation certificates) can solve the problem if the FNMA can schedule the bond
sale at a reasonable time. At any rate, it is urged that the direct Congressional
appropriations involved and the sale of FNMA participation certiricates be time

50 that Institutions Will Know tNeir allocations FOoT the FollOWINg year Several
TMoNtns Defore July I OF €ach year. -

Other Responses

‘ The questionnaire respondents stated that in 54 percent of their institutions
students made use of Guaranteed Loans, In answer to the question on how they
would react to Guaranteed Loans if they were readily available to their students,
only five percent of the nursing schools said they would reduce or eliminate their
request for Nursing Student Loans,

D. COLLECTION OF LOANS

Section D ouf Chapter IV on National Defense Student Loans is devoted to the

collection of loans., It is too early, of course, for the collection problem to
=/ loom large in the Nursing Student Loan Program, but the thoughts and recommen-

dations are applicable to this program and are made part of this chapter on the

The more important recommendations made in section D of Chapter IV are the
following,

1. Greater use of central collection agencies,
2, Establishment of a realistic, workable write-off proceduxe,

3, Determination on a regular basis of the rate and amount of delin-
quency (and potential default).

’ 4. Adoption of an incentive plan for the reimbursement to schools of
administrative expenses,
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. It would seem especially appropriate for the smaller schools of nursing, the di-
ploma and associate degree schools, to make use of central collection agencies,

This, along with an effective plan for reimbursement for administrative expenses,
should make them much more willing to participate in the program. On the matter
of centralized collection, 52 percent of the nursing school respondents favor a
centralized collection service for all Nursing Student Loans, Thirty-five per-
cent of the nursing aid administrators favored it only for loans they designated,
The remaining 13 percent were opposed to central collection altogether, Few
nursing schools are using centralized collection at the present time, either for
all of their loans or for delinquent accounts, A large number (70 percent) of
the nursing schools are not considering the use of this service for National
- Defense Student Loans.

E. OTHER RECOMMENDATIONS AFFECTING THE NSLP

There are three other chapters in this report that contain recommendations
affecting the Nursing Student Loan Program, and the relevant parts of these
should be considered as part of this chapter.

Chapter XI discusses the advantages and disadvantages of incorporating the ad-
ministration of this program and the Health Professions Student Loan Program with
that of the other four federal loan programs, which are at present housed in the
U.S. Office of Education. It recommends that the operation of the six loan pro-
grams be brought into a single administrative agency, It further recommends that
appropriation requests for Health Professions and Nursing Student Loan Programs
‘ centinue to be submitted as separate budget items by the Public Health Service,

Chapter IX recommends that steps be taken to determine what additional factors,
if any, should be considered and developed to make the Revolving Fund a completely
feasible and acceptable tool for the financing of loan funds.

Chapter X covers the subject of "Uniformity of Provisions in Federal Loan Programs,"
The recommendations which affect the Nursing Student Loan Program follow.

la, The undergraduate borrowing limit should be set at $1,500 per year
and at $5,000 for all undergraduate study. These limits should
also apply to an undergraduate who borrows from more than one fed-
eral loan program,

Ib. The borrowing limit for the graduate student should be set at
$2,500 per year.

lc, The limit for total borrowing for all undergraduate, graduate, and
professional study should be set at $10,000, This limit also applies
to a student who borrows under more than one federal loan program,

2. Bona fide half-time students should be made eligible for all federal
loan programs.

3. The rate of interest charged as a student repays his loan -- the
"'going federal rate'" -- for nursing students should be revised to
' the three percent used by other federal loan progranms.

Q (3.1
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4, Deferments of principal repayment and cancellation of interest
should be extended to (a) military service, (b) Peace Corps,
(c) ViSTA service, (d) half-time study, (e) uniformed service in
the Public Health Service or Coast or Geodetic Survey.

5. The grace period for all federal loan programs should be reduced
to four months,

6. Provision should be made for reimbursement to institutions of
expenses incurred in administering the loan program,

7. The provision for reimbursing the institutional share of can-
cellations due to death or disability should be eliminated.

8, Provision should be made to recognize bankruptcy as a reason
for cancellation of loans.

9. Provision should be made for the optional assessing of late
payment charges against student borrowers,

F.  CANCELLATION PROVISIONS

The present Act provides for cancellation of ten percent of the loan, plus in-
terest, for each complete year of full-time employment as a professional nurse,
not to exceed 50 percent of the loan amvunt.

The following responses Ghown in percentages) were received in answer to the
question on whether the cancellation featur. of the NSLP has increased the number
of students who have completed the course in nursing and who have gone into nurse
ing practice.

Baccalaureate Associate Hospital _— All

Pcgree Degree Diploma  Graduate Schools
Yes definitely 24% , 24% 16% 6% 19%
Yes probably 43 33 17 39 29
No 9 7 21 22 15
Hard to say 24 36 46 33 37

Only 19 percent said '"yes definitely,” and 52 percent answered "no" or "hard
to say."

In reply to a general question on cancellation, 67 percent indicated therc
should be no change, aad only nine percent spoke for elimination.

The staff of the study is recommending the elimination of the cancellation pro-
visions for teachers under the National Defense Student Loan Program in section E
of Chapter IV of this report. As it is also recommended that the cancellation
provision for nurses under the Nursing Student Loan Program be eliminated, for
some of the same reasons., a summary of the discussion in section E of Chapter 1V
is included in this chapter.
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Thne Advisory Committee of this study expressed thc opinion that it is fundamen-
tally unsound to create a situation in which a student might choose a career on
the basis of loan forgiveness. Second, the cancellation provisions represent a
discrimination against those who do not borrow or who berrow from ather loan
programs not permitting the cancellation. To be fair and consistent, all federal
loan programs should carry similar cancellation provisions for nurses. Third, if
cancellation provisions were extended in this manner, it would mean still greater
pressures to extend cancellation to other occupations, and collections of loans
that are not eligible for cancecllation might be morc difficult. Fourth, since
one cancellation begets another, additional features for cancellation may con-
tinually be expected. Fifth, it is felt that, as in the case of teachers, the
amount of individual loan cancellation will probably be relatively insignificant
as an incentive to the choice of career.

It may be said that it is too early to know whether the cancellation feature will
be successful in attracting individuals into nursing, but it may also be said that
it is practically impossible to determine how much influence loan forgiveness
bears in a person's selecting of a career, On balance, the disadvantages of the
cancellation provision are considered to outweigh the single possible advantage,

For these reasons, it is recommended that the cancellation provision of the
NursingAStudent Loan Program be eliminated.

G. ENCOURAGEMENT OF GROWTH

While this program has shown growth since its inception, it has not lived up to
expectations. Gaining eligibility tnrough the accreditation of the nursing school
has been a slow procedure. Effective in October 1967, the previous requirement
of actual accreditation or ''reasonable assurance' of accreditation has been
amended to extend eligibility to an institution that has taken steps to attain
accreditation for its nursing program -- until such time as accreditation is
denied, This provides easier access to the loan program for the approximately
300 nursing programs previously ineligible.

In addition to expanded eligibility, several other ways to stimulate growth are

suggested. Extending the availability of the loan program for half-time study,

as recommended earlier, might attract married nurses to take on advanced study,

It would also be helpful to ease the load of the nursing school by following two
other recommendations in this study: reimburse the institution for administra-

tive expenses and encourage the use of central collection services,

It is recommended that additional efforts be made to disseminate information

about the loan program: ga among the high school puidance counselors amon
the currently enrolled students in nursing programs to encourggg_?ﬁem to continue
into advanced studies, and (c) among the married nurses to encourage tnem to take
on_aavanced Studies,




VI1l. CUBAN REFUGEE LOAN PROGRAM

A. THE CUBAN REFUGEE PROBLEM

From January 3, 1961, when the United States severed diplomatic and consular

- relations with Cuba, until November 3, 1967, it was impossible for a Cuban
‘proceeding directly from that country to the United States to apply for an
immigrant visa for the purpose of acquiring permanent residence in the United
States. These refugees were admitted as parolees, but unlike the Hungarian
refugees of 1957, there was no legislation which would allow adjustment of
their status to permanent residents of the United States. About 75,000
Cubans :i..ve been able to obtain permanént visas by the costly and difficult
process of leaving the United States, applying at a U.S. Consular Office in
another country, and then re-entering the United States.

There were various bills introduced in the 89th Congress to adjust the status
of Cuban refugees to that of lawful permanent residents of the United States,
and the objectives of these bills were strongly supported by all concerned (for
example, Department of State, Office of the Attorney General, and others).
With the signing on November 3, 1967, of Public Law 89-732, the possibility
of adjustment of status from parolee to legal permanent resident became a
reality. By application to the Attorney General a Cuban refugee may now be
awarded the status of permanent resident after 2 1/2 years of residence in
the United States. Cuban refugees already residing in the United States can
have a maximum of 2 1/2 years of their residency as parolees credited toward
' this adjustment.

In December of 1965, the United States and the Castro regime signed a Memorandum
of Understanding which resulted in an airlift providing asylum to Cuban refugees
at the rate of 4,000 per month. Premier Castro estimated, at the time of the
signing, that there were over 250,000 Cubans who wanted to enter the United
States and had close family ties with Cuban refugees in the United States.

The State Department had on file in April of 1966 applications covering more
than 750,000 persons in Cuba who had been listed by relatives and friends
already in this country as wanting to enter.

A Select Commission on Western Hemisphere Immigration was established by the
89th Congress to study all aspects of this problem and to establish the basis
for any numerical limitation that should be considerid. The Commission's
final report is scheduled for January 15, 1968, and, pending receipt of that
report, a numerical limitation on western hemisphere immigration has been
deferred until at least July 1, 1968.

Approximately 350,000 Cubans have found refuge “* the United States since
the Castro revolution of 1959. Despite the fact that accurate predictions
of the scope of the Cuban refugee problem cannot be validly made until the
nunber of future immigrants to be allowed entry has been established, some
indication of its impact on higher education can be gauged from the estimate
that 25 percent of the present immigrants are school-age children between
the ages of five and 17 years. ‘
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B. DEVELOPMENT OF THE LOAN PROGRAM FOR CUBAN STUDENTS

Instituted in February 1961 as part of the Emergency Cubﬁn Refugee Program,

the Cuban Refugee Loan Program initially served to assist students already

in the United States to complete their education. It originally drew its

funds from Mutual Security Funds, by presidential allocation, and from
appropriations approved in the Foreign Assistance Act of 1961. Then, with

the enactment of the Migration and Refugee Assistance Act of 1962 (P.L. 87-510),
funds were made av.ilable for the relocation, training, and retraining of

Cuban refugees in the United States.

In keeping with the intent of this act, the purpose of the loan program was
broadened from the emergency support of Cuban students already enrolled in
college to the support of newly arriving refugees. This was accomplished

by making available long-term, low-interest-bearing loans to Cuban nationals

who were unable to receive support from sources within Cuba as a result of B
actions by the Cuban government, and who were without sufficient resources in

the United States to finance their attendance at institutions of higher education.

When first established, the Cuban loans were interest free and had a five-year
repayment provision. In September of 1963 the terms of the loans were changed
to correspond generally with those of the National Defense Student Loan Program,
including a teacher cancellation provision and standard deferments for full-
time study, membership in the Armed Forces of the United States, or volunteer
service in the Peace Corps or VISTA. An option for conversion of interest-
free to interest-bearing notes is available to those who want to receive the
benefits of teacher cancellations or deferment or both.

The administration of the loan program has been the responsibility of the
Division of Student Financial Aid, U.S. Office of Education, but a later
segment of it has been operated by the Division of Health Manpower Educational
Services, Public Health Service.

C. THE CUBAN REFUGEE LOAN PROGRAM UNDER THE U.S. OFFICE OF EDUCATION

From 1961 to 1967, 511 institutions of higher education have applied for and
received funds for loans to Cuban nationals attending their institutions
(Table 14). In the fiscal year 1967, 347 or approximately 16 percent of

all institutions of higher education participated in this program. The -
institutional allocations ranged from $95 to $612,472 that year. The medium
allocation was slightly above $2,000 and 45 percent of the participating
institutions received less than $2,000. Eight institutions accounted for
approximately 54 percent of the funds loaned to Cuban nationals in 1967

(Table 15). It is noteworthy that four of the eight institutions are located
in Florida. :

In the six years from the first full year of operation in fiscal 1962 through
fiscal 1967: '

1. The number of participating institutions more than doubled,
from 153 to 347.

2. The number of borrowers almost trebled, from 1,337 to 3,732.
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Table 14
DATA ON THE CUBAN LOAN PROGRAM
1961-1967
Number of
Fiscal Institutions Number of Total Amount Average Loan
Year Participating Borrowers Borrowed For Borrower
§, 1961 80 513 3 185,975 $363
1962 ’ 153 1,337 - 857,421 641
1963 208 1,559 1,333,698 855
1964 265 2,432 1,752,534 720
1965 314 2,538 2,449,448 965
1966 338 3,500 2,765,561 2 790
1967 347 3,732 3,260,961(2) 874
TOTALS sulb $12,605,598
Table 15

CUBAN LOAN PROGRAM
INSTITUTIONS RECEIVING ALLOCATIONS OVER $50,000
FOR FISCAL YEAR 1967

Institutions Allocations
University of Miami (Florida) $ 612,472
Mount Saint Mary's College (California) 238,552
University of Florida (Florida) 238,478
Miami-Dade Junior College (Florida) 224,478
Louisiana State University (Louisiana) 150,195
University of Puerto Rico (Puerto Rico) ' 133,675
Columbia University Teachers College (New York) 57,630
Barry College (Florida) 52,500
TOTAL . $1,703,487

(1)Total number of different participating institutions 1961-67.
(2)Estimated

Note: The above figures exclude the small segment of the program
administered by Public Health Service.

. Source: The Cuban Loan Section, Division of Student Financial Aid,
U.S. Office of Education.
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3. The amount borrowed almost quadrupled, from $857,000 to
$3,261,000.

4. The average loan .er borrower per year was larger by about
40 percent: §641 compared with $874.

The number of first-time borrowers in 1967 was 1,424 as against 1,317 in 1966,
1,011 in 1964, and 824 in 1962. Some stabilization may possibly be seen in
the relatively small increase in total number of borrowers (seven percent),
but this cannot be said without knowing the age groups and numbers of the
Cuban refugees.

D. THE CUBAN REFUGEE LOAN PROGRAM UNDER THE PUBLIC HEALTH SERVICE

Cuban refugees were made eligible for a special loan program financed through
Welfare Administration appropriations and administered bty the Division of
Health Manpower Educational Services, Public Health Service, starting in
fiscal y=ar 1965. The terms and conditions of this program are identical
with the Health Professions Student Loan Program. The volume of loans has
not exceedad $50,000 per year during the first three years of operations.

It is projected at about $40,000 for fiscal year 1968. About 60 to 70
borrowers from 22 schools are expected to participate.

Upon receipt of a certified application from the student, the Public Health
Service issues a check payable to the student and forwards it to the school.
The school has the student complete the necessary promissory note and forwards
it to the PHS before turning over the check to the student. Under this pro-
cedure, the institution does not have to set up a Health Professions Cuban
Loan account and is relieved of the responsibility of keeping records and
submitting reports. As is the case also under the Cuban Loan Program admin-
istered by the Office of Education, the institution is not responsible for
collecting the loans.

The institutions are required to complete a letter of agreement with the
Surgeon General annually in order to participate in this program. It is

the intent of the Public Health Service to Incorporate this Cuban Loan Program
into its regular procedures and require the institutions to administer the
funds in the same way as they do the Health Professions Student Loan funds.

The Public Health Se *vice also has a contract with the American Dental
Association to prer .re Cuban refugee dentists for the board examinations

which would allow .hem to practice their profession in the United States.
While restricted to Cuban refugees who are residents of the Miami area, this
program places participants in approximately 12 dental schools across the
United States. Under the program, students receive both a Cuban Loan and a
subsistence grant. The ADA contract is currently for about $200,000 annually,
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E. INSTITUTIONAL OPINION OF THE PROGRAM AND ITS ADMINISTRATION

Several questions seeking institutional opinion of this program were included
in the study Questionnaire to Institutions of Higher Education. A very large,
97 percent reported their allocations adequate or more than adequate, and 100
percent considered the program very (87 percent) or somewhat (13 percent)
successful in providing for the needs of their students. In the operating
area, only three percent of the respondents found program instructions unclear,
and only two percent said reporting procedures were unreasornable.

The respondents from the health professions schools stated that the Cuban Loan
Program was very successful (63 percent) or somewhat successful (37 percent)

in providing for the ne:ds of their students. Only five percent of them found
the instructions unclear. .

From the Questionnaire to Nursing Schools, the replies (excluding those from
diploma schools) showed that 47 percent considered the Cuban Lozn Program very
successful in providing for their students and 48 percent somewhat successful.
Only four percent thought the reporting procedure unreasonable. As to clarity
of instructions, 38 percent considered them very clear, 54 percent fairly clear,
and eight percent unclear.

F. LOAN COLLECTIONS

A unique feature of the Cuban Refugee Loan Program is that collections of the
loans are the responsibility of the Office of Education and the Public Health
Service, each for their respective loans. The PHS portion of the program has
not been in effect long enough to provide any collection experience. From
initiation of the program in fiscal year 1961 through fiscal year 1967 the
USOE Cuban Loan Section reports principal collections of $499,000 out of the
total of $12.6 million borrowed. Cancellations for the same period totalled
$15,725 for death (ten students) and $33,187 for teaching (172 students).

Of the 1,314 accounts in payment status as of June 30, 1967, 111 or 8.5 per-
cent were delinquent. Despite the fact that all aliens are required to
register annually with the immigration authorities and the USOE has access to
this information for skip-trace purposes, 70 of the 111 delinquents cannot

be located. All means of contacting 28 of the delinquents have been exhausted;
no further action is contemplated on these accounts.

' [/ G. SUMMARY AND RECOMMENDAT IONS

The implementation of the Cuban Loan Program to meet the emergency situation
created by the Castro Revolution was a workable means of meeting the needs of
Cuban students who were enrolled or desired to enroll in institutions of higher
education in the United States. It made it possible to put these students on
a kind of parity with American students, insofar as student financial aid is
’ concerned, and facilitated the assimilation of many of these students.
/
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It is understandable that the situation is far from clear. The report of
the Select Commission on Western Hemisphere Immigration on the manner of
numerical limitation is expected to clarify the problem of how many potential
Cuban refugees there are.

It is understandable also that special conexderatxon will continue to be
given Cuban nationals -- presently defined as all Cuban refugees, and persons
of any other nationality (excluding United States citizens) who resided in
Cuba for five consecutive years before their departure on or after January 1,
1959.

The first question, obviously, is how long the special consideration should
be continued. The present definition of "Cuban national" is very broad: it
applies to people of all ages and has no time limit -- the loan period can
extend for 25 to 30 years in the case of the new-born child. In addition

to the native-born Cuban, it can cover a person of any other nationality who
has lived five years in Cuba.

Should the special Cuban Loan Program be expected to reach to the children of
those it has helped to educate? Should the program help the children of
those who have resided in this country for '"x'" number of years and who, there-
fore, are in a position similar to most other immigrants or new residents,
such as Puerto Ricans?

It should be determined for how long special consideration is needed and wanted.
Depending on the length of time benefits continue to be given to Cuban nationals,
the staff of this study has made recommendations on how the program may be
administered.

If it is to be continued for just two or three more years, then no great benefit
will be derived from changing its present course. If, however, it is planned
that benefits are to continue for from eight to ten years or more, then it
would seem desirable to suggest changes of a very basic nature.

If it is planned that benefits to Cuban nationals must be continued for from
eight to ten years or more, the following factors must be taken into consider-
ation.

1. The program as it exists at present is very small in size. In
comparison to all federal loan programs, the Cuban Loan Program
makes up only a tiny one-half of one percent of the total number
of borrowers and only a slightly higher percentage of the total
amount borrowed last year under the six federal loan programs.

\]

2. The continuing need for Cuban nationals should not be much
different from the continuing need for other American citizens,
residents, or immigrants.

3. For a program so relatively small, it seems somewhat distressing
that two agencies are already involved, that is, the USOE and
the PHS. (Why not also the Nursing Student Loan Program for
Cuban refugee nurses?) And it is more distressing that both
of these are collecting the loans.
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4. Does the program provide preferential treatment? The answer
is yes, to the extent that financial need criteria are more
liberal than for the great majority of other students receiving
financial aid in the United States. And it is yes, to the
extent that loans are granted to meet a student's entire need.

S. How preferential is the treatment? The entire program is
relatively insignificant in proportion to the other loan programs.
The main concern is whether the program may grow out of propor-
tion to its worth. Hence, there is a need for better definition
of who should benefit and for how long.

If the benefits to Cuban nationals are to be continued for from eight to ten years
or more, and the above factors have been taken into consideration, it is
recommended that the plan of administration be:

1. Phase out the separate Cuban Loan Program as it exists at present.

2. Have the present federal loan programs of National Defense, Health
Professions, and Nursing subsume the Cuban Loan Program. This
would mean that the institutions would be entirely responsible for
the administration and collection of the loans.

3. Disregard those institutions with less than $10,000 of Cuban
Refugee Loans per year. (This would have eliminated 295 or
85 percent of the institutions which participated in 1966-67.)
Let them proceed with the handling of individual Cuban refugees
as they would for non-Cubans. We saw previously that 45 percent
of the institutions borrowed less than $2,000 in 1967 for Cubans
under the U.S. Office of Education program, and less than $50,000
was involved per year in the entire PHS program.

4. Permit those institutions with $10,000 or more of Cuban Refngee
Loans per year (there were 52 in 1966- to request a special
allocation under National Defense, Health Professions, and
Nursing loan programs, without having to put up the ten percent
matching contribution.

S. Declare the Cuban parolees eligible for all federal loan programs
(including the Guaranteed Loan Program).




VIII. GUARANTEED LOAN PROGRAM
FOR_HIGHER EDUCATION

A, INTRODUCT ION

Foreword

The relative newness of the Guaranteed Loan Program (GLP) was a serious handicap
to this study. Experience and sufficient data from which to draw conclusions
were lacking. Therefore, individual and collective judgments had to play too
important a part,

Because the Guaranteed Loan Program was adopted in great haste and without con-
sultation with the states and universities, it is still in a state of flux. The
study has suffered, therefore, by being diverted, on the one hand, by many
extraneous pushings and pullings -- but it has benefitted, on the other hand,

by having seen what strong attempts are being made to improve the situation,

The scope of the Guaranteed Loan Program, as it is constituted at present. prom-
ises to become very large in its monetary implications. Such an endeavor must be
completely sound as an aid to financing higher education, or else other, and
perhaps better, projects for federal sponsorship in higher education will suffer,

The staff of this study has concluded that serious weaknesses exist in the proe

‘ gram -- and that the more important weaknesses lie in the neglect of some basic
principles. It is hoped that the earliness of this study may help make it
possible to correct these weaknesses before they become deep seated,

Background

The reduced-interest Guaranteed Loan Program was proposed in the original version
of the Higher Education Act of 1965. The major provisions were:

1. That the Federal Government insure loans to college and post-
secondary students up to a total of $700 million for the first
year; $1 billion for the second; and $1.4 billion for the
third year.

2, That the rate' of interest on loans which would be made by
private lending agencies could not exceed a rate to be deter-
mined by the Commissioner of Education., On those loans insured
by the Federal Government, up to two percent of the interest
payment would be paid by the Federal Government. The same
interest subsidy was provided for students who had borrowed
under a state program or under a guarantee program operated
by a none-profit organization,

3. That the Commissioner be authorized to establish an insurance
’ charge not to exceed one quarter of one percent annually of
the unpaid balance,

4. The sum of $1 million was to be appropriated to begin the proe
gram, and additional funds were to be appropriated as needed,
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When hearings on the bill started in February 1965, representatives from various
organizations, including the American Bankers Association, the AFL-CIO, and the
United Student Aid Funds, Inc., testified, In general, the testimony was not
sugportive of the proposal, and the following specific points and suggestions
were offered: .

1, There is no convincing evidence available to demonstrate a present
need for a federal loan insurance program,

2, The establishment of a federal program at this time would
impair, perhaps displace, existing stat. and private guarantee
programs, '

3. A considerably expanded federal loan program should be substituted
for the proposed federal guarantee of private loans,

4. The federal guarantee program should be put on a stand-by
basis, as a last resort, if state and non-profit guarantee
agencies proved insufficient,

5. The Commissioner should be guided in his decision on a satis-
factory program as to whether or not the collcge chose to parti-
cipate rather than as to whether or not a student found credit
available.

With so much opposition expressed to the Guaranteed Loan Program and virtually.
no testimony supporting it, it was perhaps not surprising that when the Subcom-
mittee on Education reported the Higher Education Act to the full Committee, no
mention was made of the Guaranteed Loan Title,

The history of the next steps in the evolution of the Act is quite obscure, The
staff of this study could not secure a version on which there was agreement among
responsible individuals, so no attempt is made to tell everything that happened
from this point until the law was signed, '

The Higher Education Act of 1965, signed into law on November 8 of that year, pro-
vided, in Part B of Title IV, for "Federal, State, and Private Programs of Low-
Interest Insured Loans to Students in Institutions of Higher Education,”

It was designed with the purpose of providing aid in financing college expenses
for those students from middle-income families who had been excluded from loan
assistance undeir existing federal programs, Among its principal provisions were
the following, '

1.  The Act authorized appropriation of $17.5 million for fiscal year
1966 for advances to state and private non-profit loan progranms,
to provide a reserve fund for guarantee of students' loan funds.

2, It provided through June 30, 1968, a federal program of loan
insurance for students not having reasonable access to a state
or private non-profit program of loan insurance,
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3. It made all students eligible for an insured loan regardless
of need, and provided a full six percent federal interest
subsidy during study and three percent during repayment for
students from families with an adjusted gross income of less
than $15,000, The guarantee provision and the interest
limitation provision were open to families from all income
levels, but interest subsidies were not to be paid for stu-
dents from families with adjusted gross incomes of $15,000
and above. ‘

The Act, in effect, provided four methods by which the program of guaranteed
loans to students in higher education might be provided. The administration
could be carried out (1) by an official agency of the state government, (2)

by a private agency under contract to the state government and acting on its
behalf, (3) by a private agency under contract to the United States Office of
Education and acting on its behalf, or (4) under a direct federal insurance-
program administered by the United States Office of Education. It was, however,
the expectation of Congress that "because of the impetus provided.the states
through this . . . program. . . within a relatively short period of time a

state student loan insurance program will be operative in each of the states.”(l)

Participation By States
1. The Indegendent State Agency

At the time the law was enacted, there were 1~ state agencies which administered
functioning student loan plans at the state level (see Table 17 on pages VIII -
7=9). In these states the administration of the federal program was delegated
to the existing agencies, and all 17 agencies executed agreements with the U, S,
Commissioner of Education,

Six additional states elected administration by an official state agency and en-
acted legislation to make it effective (see Table 17), Three of these, Califor-
nia, Illinois, and Indiana, had passed enabling legislation and entered into
agreements with the Commissioner of Education by September 6, 1966, bringing the
total of state agencies administering the loan program to 20 within the first
year after passage of the Act,

The other three states which decided to create a state agency to administer the
program (Arkansas, Oklahoma, and Oregon) entered into interim contracts with the
United Student Aid Funds and then shifted to state agency operation.

2, Private Agency under Contract to State

The second option -- administration by a private agency under contract to the
state government and acting on its behalf -- was elected by 12 states (see Table
17). It appears that these decisions were made as a matter of expediency and
for reasons of economy. By delegating the administration to an ocutside agency
the state avoided expenditure for administrative costs. Each of the 12 states

(1) Higher Education Act of 1965, Report No., 621, House of Representatives,
89th Congress, 1st Session, July 14, 1965, page 30,
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designated an existing agency or created a speciil agency to provide liaison
with the private agency selected to administer the program -- in each case, the
United Student Aid Funds, Inc.

Most of these agreements were made in the late summer or fall -- significantly
later than those made by the Commissioner with the majority-of states, which
had chosen to administer their programs themselves., This late action caused
considerable confusion and difficulty among students and institutions of higher
education in these states. In most cases it was impossible for students to
obtain loans for the fall of 1966, some ten months after the legislation had
been approved by Congress.

3. Private Agency under Contract to Federal Government

The third option specified in the law provided that, in the absence of state
action, the Commissioner of Education was authorized to enter into contract.
directly with a private agency to administer the Guaranteed Loan Program in the
state. This option was exercised in the District of Columbia and in the remain-
ing 15 states by the signing of agreements between the U, S. Office of Education
and the United Student Aid Funds (see Table 17), These states viewed the U, S.
Office of Education-United Student Aid Funds arrangement as the simplest and
the most expedient means of implementing the Guaranteed Loan Program, with the
least possible administrative responsibility at the state level. A state agency
' or commission already in existence was usually named to be responsible for the
program and was in most cases instructed or encouraged simply to become familiar
with the program as administered by the United Student Aid Funds and to perform
whatever supplementary clerical duties might be necessary,

Particigation bz Lenders

According to a report made available by the United States Office of Education,

as of January 31, 1967, there were 59,139 financial institutions which, theoreti-
cally at least, were eligible to participate in the Guaranteed Loan Program,
There were 500 mutual savings banks which were also eligible, and they should be
added to the total.

" Of this total of 59,639 institutions, it was reported that 12,717 had entered
into agreements by that time with the various guarantee agencies and had made
one or more loans under the program.

In connection with this study, the College Entrance Examination Board sent
questionnaires to samples of the lending institutions in the country,. This ine
formation is reproduced in Table 16.

The data demonstrate that except for mutual savings banks there is considerably

greater participation among the largest institutions in each group. Most en-

couraging is the 80 percent of the large commercial banks who indicate that they

are making guaranteed loans to students. This high level of participation in- .
. dicates the success of the promotional activities carried on by the American Banke

ers Association and various state bankers' associations. They conducted an ex-

tensive educational campaign to acquaint banks with the new program, They °
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‘ Table 16

SURVEY OF LENDING INSTITUTIONS
RESULTS AS OF OCTOBER 27, 1967

Percentage of
Number Number Percent Respondents Making
Type of lnstitution surveyed Kesponding Responding _Guaranteed Loans

la. Commercial Banks with
assets of more than
$100 million 336 317 94% $0%

1b. Commercial Banks with
assets of less than
$100 million 656 394 59 54

2a. Savings and Loan Assoc-
iations with assets of
more than $100 million 191 127 67 ’ 24

2b. Savings and Loan Assoc-
iations with assets of
less than $100 million 226 129 57 9

3a. Mutual Savings Banks
‘ with assets of more
than $100 million 126 113 90 47

3b. Mutual Savings Banks
with assets of less

than $100 million 190 131 69 64
- 4a. Credit Unions with

assets of more

than $1 million 193 102 53 27

4b. Credit Unions with

assets of less

than $1 million 194 75 39 7
TOTAL 2,112 1,388 66 49
SUBTOTALS

Larger Institutions
(1a, 2a, 3a, 4a) 846 659 75 55

Smaller Institutions
(1b, 2b, 3b, 4b) 1,266 729 58 43

‘ TOTAL 2,112 1,388 66 49
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distributed to every bank in the country a brochure entitled Banking's New Oppor-
tunity and kits which included copies of the regulations and the necessary rorms,
escriptions of the procedures, and sample radio and newspaper advertisements.
The campaign's success strongly demonstrates the very real value of such educa-
tional efforts in enlisting and maintaining participation by eligible lenders.

It is extremely difficult to demonstrate accurately the general availability of
guaranteed loans to students. Participation by a lending institution does not
necessarily mean a high volume of lending activity. A financial institution may
have stated that it had made loans under the program, but it did not indicate
the actual amount or number of such loans. Personal interviews with 47 of the
state officials responsible for administration or coordination of the Guaranteed
Lvan Program indicated general agreement that loans under the program were not
available to all financially eligible students onan eaual basis. A review of the
beliefs of these individuals leads to the conclusion that in a majority of the
states there appears to be a lack of lender participation, or a lack of avail-
able funds to service the demand for loans, or both, The critical areas appear
to be in large population centers with a concentration of lower-economic-level
families, predominently Negro, The other major area of poor participation
appears to be the rural areas of the Midwestern states.

These conclusions are based on opinion, but returns from college aid directors
also indicate that students unknown at the bank, out-of-state students, students
from rural areas, freshmen, and students from low-income families have similar
problems. There are firsthand reports on specific problem areas. Participation
by the major-banks in urban Detroit, Michigan, is limited to two out of six

major banks. In July 1967, when our survey was conducted, not one bank or other
lending institution in Cuyahoga County, Okio (which includes Cleveland), or
Hamilton County, Ohio (which includes Cincinnati), participated in the program.

In Florida, it is nearly impossible to obtain a Guaranteed Loan in the Miami,
Tampa, and Jacksonville metropolitan areas. In Kentucky, loans are very scarce
in Lexington, Frankfort, and the northern Kentucky area bordering Cincinnati and
the southern Ohio suburbs. In Maryland, it is quite difficult for students to
obtain loans in Montgomery and Prince Georges Counties, which surrcund metro-
politan Washington, D.C. According to an earlier report of the U. S. Office of
Education, the lowest participation in the country is in the District of Columbia,
where only 2.4 percent of the lending institutions participate. (The figure was
subsequently changed when institutions pooled their credit facilities.) These ob-
servations substantiate the conclusions that the availability of Guaranteed Loans -
is severely limited, at least in some of the major population centers, and that

it is uneven.

The levels of participation by the lending institutions may not accurately reflect
the degree of their individual interest in the program. The financial insti-
tutions were asked to participate in this program at a time when the general
economic conditions made their participation most difficult. As the Executive
Vice President of the American Bankers Association said in his testimony before
the Special Subcomnittee on Education of the Committee on Education and Labor,

", , .the program was launched in the face of the tightest money and highest
interest rate levels we have seen in 40 years. And, unfortunately, the peak
rates were reached last August and September when the program was just getting
startede The Federal Government at the time could not even borrow money,
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through sale of participation certificates, at six percent, wh}ch is the
statutory ceiling on these [Guaranteed Loan Program] loans,"(2

B,  CURRENT STATUS OF THE GUARANTEED LOAN PROGRAM

During fiscal year 1967, the first full year of operation of the Guaranteed Loan
Program, 329,000 student borrowers were advanced $248 million for an average
loan of $752 (see Table 17). On the face of it this is an excellent record

when compared with the venerable eight-year-old National Defense Student Loan
Program, which loaned $218 million to 394,000 borrowers in the same year.

It must be pointed out, however, that 66 percent ($149 million) of the total
amount and 54 percent (179,000) of the total number of loans under the Guaranteed
Loan Program came from seven states (New York, Pennsylvania, New Jersey, Illinois,
Connecticut, Massachusetts, Texas) == all of whom, except Illinois, had state
agencies prior to inauguration of the federal program. In further explanation,

it may be said that the new Federal Guaranteed Loan Program caused New Jersey's
volume to double, perhaps triple, but meant only about a 25 percent increase in
New York State's volume inasmuch as the latter was already on a subsidized-
interest basis.

The figures for the GLP for the first four months of fiscal year 1968 (see Table
17) show results even larger than the entire 12 months of fiscal year 1967: $252
million borrowed by 281,000 students for an average loan of $895. Again these
same seven states guaranteed 60 percent of the total amount for 55 percent of
the total number of loans,

The loan totals for the first four months of fiscal year 1968 are ahead of last
year's activity by about four months, Last year's activity was hurt by the very
tight credit situation and by the fact that some of the states were not set up
in time for the 1966 fall semester.

As an aside, it seems highly unlikely that the number ahd amount of loans estimated
by ‘the U.S. Office of Education for fiscal year 1968 (750,000 loans for $638
million) will materialize. The figures would seem to be 30 percent too high.,

Direct Federal Insurance

It was the expectation of Congress that adequate programs of state and private
loans would be available to meet the needs of all students. However, Section
421(2) of the Act provides for "a federal program of student loan insurance for
students who do not have reasonable access to a state or private noneprofit pro=
gram of student loan insurance. . ." It was clearly viewed as an emergency
measure which was not expected to be invoked,

(2)  statement of Charls E. Walker, executive vice president of the American
Bankers Association, before the Special Subcomnittee on Education of
the Committee on Education and Labor, U, S. House of Representatives,
April 19, 1967,

E)'? (Text continued on page VIII-11)
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Table 17
STATUS Oﬁ GUARANTEED LOAN PROGRAM
. JULY 1, 1966 - OCTOBER 31, 1967
7/1/66 - 6/30/67 7/1/67 - 10/31/67
Date of State Number Amount Number Amount
State Inception Appropriation of Loans of Loans of Loans of Loans
(in thousands) (in thousands) (in thousands)
State Agencies
Existing Prior
to Guaranteed
Loan Program
Connecticut 9/62 $ 3,268 10,611 $ 11,429 10,898 - $ 12,282
Georgia 3/65 400 - 3,946 3,430 3,234 3,084
Louisiana 5/64 977 4,564 2,887 4,048 3,047
Massachusetts 3/57 -(1) 14,001 10,907 10,668 10,188
Michigan 10/62 355 5,383 3,951 4,863 4,267
New Hampshige  8/62 -1) 1,294 1,117 1,114 1,017
New Jersey 9/60 5,100 16,093 15,797 18,045 18,539
New York 7/58 28,865 77,961 66,448 66,782 64,020
North Carolina 6/65 100 1,921 1,060 1,930 1,127
Ohio 9/62 50 . 7,536 6,844 2,083 2,046
Pennsylvania 8/63 5,255 25,930 22,520 25,048 23,339
‘ Rhode Island 8/60 140 1,842 1,570 2,526 2,400
Tennessee 3/63 6%8 2,870 2,092 2,997 2,648
Texas 2 7/65 -0) 20,974 9,166 6,142 3,465
Vermont (2 6/65 55 759 611 1,167 1,058
Vifginia 7/61 é%g 5,734 4,357 6,020 5,468
Wisconsin 1762 -0) 5,470 Z{ZEL __?,753 Z,EEE
SUBTOTALS 206,889 $166,976 170,318 $160,348
Percent of National Totals 63% 67% 61% 64%
State Agencies
Not in Existence
Prior to Guaran-
teed Loan Program
Arkansas 3/67 - 1,824 855 1,698 951
California 9/66 - 5,899 3,846 10,801 9,964
Illinoii 3/66 9,000 13,182 12,891 15,425 17,152
Indiana (2) 8/66 - 3,932 3,222 3,600 3,366
Oklahoma 12/66 - 1,781 1,156 1,832 1,472
Oregon 1/67 24 2,090 1,155 1,445 1,080
SUBTOTALS 28,708 $23,129 34,801 $33,985
Percent of National Totals tzy 9% 9% 12% 13%

(1) Private reserve funds.

(2)

Includes loans made under direct federal insurance program.
(3) Operating direct state loan program;

Texas has authorized a bond issue of

$85 million, and Wisconsin has authorized $20 million from state investment fund.
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7/1/66 - 6/30/67 7/1/67 - 10/31,67
Date of State Number Amount Number Amount
‘ State Inception Appropriation of Loans of Loans of Loans of Loans
{in thousands) {(in thousands) (in thousands)
State Agency
Contract with
United Student
A1d Funds
Alabama 10/66 $ 100 1,361 $ 820 2,770 $ 1,746
Delaware 10/66 25 437 239 843 479
Florida 9/66 - 2,300 1,548 2,970 2,222
Hawaij (2) 4/66 20 800 631 1,220 1,143
lowa 7/66 2,000 3,538 . 2,480 6,927 5,448
Kentucky 9/66 200 2,873 - 1,773 3,249 2,377
Maine 6/66 - 3,872 2,895 1,442 1,314
Maryland 3/66 485 2,775 2,291 2,271 2,086
Mississippi 8/66 - 2,225 1,324 1,526 1,007
New Mexico 7/66 100 1,881 1,128 1,657 894
South7 akota 5/66 150 1,688 816 1,996 1,092
Utah(‘ 8/66 - 1,322 726 1,128 919
SUBTOTALS 25,072 $16,675 27,999 $20,727
Percent of National Totals 8% 7% 10% 8%
. United States Office
of Education ..mntract
with United Student
Aid Funds
Alaska 8/66 - 73 108 86 79
Arizona (2) 9/66 - 1,532 670 1,413 668
Colorado* 2 8/66 - 2,444 1,759 3,237 3,043
washington DC(?) 8/66 - 50 44 32 29
Idaho 8/66 200 1,001 617 546 3735
Kansas (2) 5 8/66 50 2,609 1,473 1,731 1,338
Minnesota (?) 8/66 - 3,388 2,175 4,598 3,382
Missouriz) 8/66 - 2,885 1,764 2,619 1,880
Montana 8/66 - 647 393 785 i 533
Nebraska(z) 8/66 - 1,007 613 1,118 802
Nevada 2) 8/66 - 313 169 275 197
North Dakota(?) 8/66 - 1,030 620 2,675 2,324
South Carolina 8/66 - 1,024 540 1,019 6539
Washington ) 8/66 - 1,664 1,196 1,837 1,319
West Virginia 8/66 - 1,209 714 1,511 1,058
Wyoming 8/66 - ! 433 307 514 421
Puerto Rico 10/66 - 3,130 1,114 2,176 1,096
@ susroras 24,412 $14,284 26,172 $19,678
Percent of National Total 7% 6% 9% 8%

o (2) Includes loans made under direct federal insurance program.
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7/1/66 - 6/30/67
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7/1/67 - 10/31/67

United Student
Aild Funds
ColIege

Reserve

Percent of National Total

GRAND TOTAL

(in thousands)

Number Amount Number Amount
of Loans of Loans of Loans of Loans
(in thousands) (in” thousands)
43,835 $ 26,656 21,678 $ 16,899
13% 11% 8% 7%
328,943 $247,752 280,968 $251,635
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As was seen earlier, 23 of the states had independent state agencies, 12 of the
states contracted with the United Student Aid Fuads (USAF), and 15 took virtually
no action to implement the program and, in these cases, the U, S, Office of Edu-
cation contracted with the USAF. By October 16, 1967, 12 states had exhausted
their reserve funds and had found it necessary to invoke direct federal insurance
(see Table 18)

Of the 12 states operating under direct federal insurance at tnhat time, nine had
been under contract with the USAF and two of the nine had uppropriated state
funds: Hawaii $20,000 and Kansas $50,000. Of the three indep2ndent state
agencies operating under direct federal insurance, Indiana had appropriated no
state funds, Vermont had appropriated $55,000, and New Jersey $5,100,000.

The 12 states operating under direct federal insurance represented 11.6 percent
of the total amount of loans guaranteed during fiscal year 1967. Excluding New
Jersey, the other 11 states represented only 5.2 percent of the loans.

Relationship of Guaranteed Loans

to Student Resident EnTollment
The 17 state agencies that existed before the Higher Education Act of 1965, gen-
erating two-thirds of the lending activity in fiscal years 1968 and 1967 as shown
in Table 17, serve 49 percent of the country’s student population. The six
agencies created or designated to administer the program after the passage of the
Act represent 24 percent of the total student population and 13 percent of the
loan activity., The remaining 27 states, the District of Columbia, and Puerto
Rico, which operate under the United Student Aid Funds, have 27 percent of the
total student population and are responsible for 16 percent of the loan volume.
In summary, the 23 states that have operating state agencies have 73 percent
of the total college student population and make 77 percent of the total number
of loans granted.

In Table 19, the states have been rianked according to the proportion of the
student residents of each s:ate whc :ave received loans. The student resident
population includes full-tir: s2nd rart-time graduate and undergraduate students -
attending both in-state and »u:-of-state institutions, Also included in this ’
table are the percentage of student residents who go out of “he state and the
percentage of students who enroll in publicly-supported institutions of h‘gher
learning within the state.

The 15 states which guaranteed loans for relatively larger segments (5.7 percent
or greater) of their student resident population are generally characterized by
a combination of a high percentage of students going to out-of-state institutions
and a relatively low proportion of enrollment in public institutions of higher
learning in their state. Thus, their students are faced with higher expenses

in private or out-of-state public institutions which in turn cause greater de-
mands for loans. This pattern would also account for the fact that these 15
states were responsible for 60 percent of the dollar volume of loans from July
through October 1967, whiie their student residents make up only 35 percent of

. the total student enrol iient.

(Text continued on page VIII-16)
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It is noteworthy that nine of the 15 states had state operating agencies, five
were served by the United Student Aid Funds under contract with a state agency,
and one (North Dakota) was served by the United Student Aid Funds under contract
with the U, S, Office of Education.

C. ROLE OF THE STATES

The key question is whether the Guaranteed Loan Program can and should still take
measures (a) to preserve the strength of the stronger state agencies now existing,
(b) to help develop the weaker agencies now existing, and (¢) to help establish
new agencies,

The Higher Education Act of 1965 states as the first purpose of its provision

for insured loans to students: ". . . to encourage states and non-profit private
institutions and organizations to establish adequate loan insurance programs for
students in eligible institutions."

The same section of the Act provides for: ", , ., a federal program of student
loan insurance for students who do not have reasonable access %0 a state or
private non-profit program of student loan insurance,” This provision was put
on a standby basis, to expire on June 30, 1968, It was the expectation of Cone
gress that adequate programs of state and private loans would be availahle to meet
the needs of all students, and this option of direct federal insurance was viewed
as an interim measure which was not expected to be invoked.

’

Not as Successful as Eggected

As reported earlier in this chapter, at the time the law was enacted there were
17 state guarantee agencies in operation. They had been established between
March 1957 and June 1965. All of them had provided state or private funds for
their operation. With the enactment of the law:

a, Six states set up state guarantee loan agencies, but only two
of them provided funds for the agencies' operation.

b. Twelve states created agencies which contracted with the United
Student Aid Funds to administer the program; eight of these
appropriated funds for operation,

¢. The remaining 15 states took no action. The United States
Office of Education entered into contracts with the United
Student Aid Funds in all cases,

At the time this report was written, 12 states were operating under direct
federal insurance. It was expected that another ten or more states would ex-
haust their loan reserve funds by December 31, 1967, and would seek direct
federal insurance.

Clearly, then, this major attempt to encourage the Federal Government and the

states to work together in a national program, the states assuming the primary
role, has not been as successful as it was hoped. The program was enacted
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with such haste that the states were never consulted, The states in many cases
would have had to take formal legislative action to implement the program; in
some cases time was too short, and in other cases the state legislatures were
not scheduled to meet.

To return to the key question, can and should the Guaranteed Loan Program make
strenuous efforts to build up the state agencies? The staff of this study
recommends that it should.

Direct Federal Insurance and Its Future Role

The most important factor in considering the program's efforts to build up the
state agencies is the future role of direct federal insurance, In the seven ine
depth discussions held with state officials and representatives of lending insti-
tutions and of colleges and universities the consensus was that the Act's pro-
vision for direct federal insurance has, regardless of original intent, been a
deterrent to action in many states == or, at least, a convenient excuse for ine
action, It has provided an easy "out" for many legislatures, particularly in
less affluent states, to evade voting a state appropriation,

This dilemma was brought into sharp focus in the interviews with officials in
47 states who were responsible for the Guaranteed Loan Program. Most of them

‘ were certain that the implementation of the direct federal insurance provision
in their own state would most certainly prevent any chance of future state
support for the Guaranteed Loan Program,

Perhaps even more important, the agency directors indicated that the implementa-
tion of direct federal insurance in neighboring states would hamper their
chances for continuing appropriation for both reserve and administrative funds.
They indicated that their legislators would be reluctant to appropriate state
funds when they could clearly see that federal funds were available to do the
same job., The feeling was most pronounced in states where the agencies were
newly formed, but it did exist even in states with strong, established agencies,

The operation of the direct federal insurance program during its first few
months appears to be smooth, competent, and effective. It can point to the
excellent record of 16,272 student loans totalling $14,991,000 made in the
period from August 8 to October 31, 1967, In that same period participating
agreements were negotiated with about 1,250 lending institutions, 1,045 of
which are commercial banks, 67 savings and loan associations, and 117 credit
unions., Significantly, at least 267 of these lending institutions had not
previously participated in the Guaranteed Loan Program, This impressive
record was helped, of course, by the large backlog of loan applications which
had accumulated during the busiest period of the year in those states which
switched operations to direct federal insurance. However, in the first four
states to operate under direct federal insurance -- North Dakota, Hawaii,
Colorado, and Minnesota -- the amount of loans guaranteed by October 31, 1967,
‘ far exceeded the amount for the entire fiscal year 1967, (Table 18)
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In answer to the question of whether the lending institutions would lend iess or
more under direct federal insurance (see Table 20) 69 percent of the respondents
said "the same amount," seven percent said "more,” six percent "less," and 18
percent did not know,

Experience with direct federal insurance is not yet sufficient to answer the
important questions about direct federal insurance.

1. Might not a state -- for example, New Jersey, just recently
operating under direct federal insurance after seven years
of administering its own program -- decide to stop appro-
priating funds for reserve or administrative purposes?

2, If a state will not appropriate funds in the future, even
though the lending institutions have said that they will
continue to supply credit (Table 20), will the Federal
Government be able to promote continuing and larger parti-
cipation on statewide bases from lending institutions now
in the program and from those rot participating?

3, If a state will not appropriate funds in the future, how will
the Federal Government maintain the relatively close relations
with lending institutions, colleges and universities, and
students that are required on a day-to-day basis?

Performance of Strong States

On the whole, the most effective, efficient development of the Guaranteed

Loan Program occurred in those states which had independent guarantee agencies,
The strong state guarantee agencies have demonstrated that they can perform
well, given the funds for reserve and administrative purposes., As discussed
earlier, the 17 agencies that existed before the federal program, serving

49 percent of the country's student population, generated over two-thirds of the
lending activity during fiscal year 1967 and the first four months of this
fiscal year. It must be repeated that seven states alone, six of which had
state agencies before the inauguration of the federal program, granted 60 percent
of the amount of loans in fiscal 1967, There is no doubt, of ‘course, that the
new Guaranteed Loan Program was responsible for a very large portion of these
states' increases over the previous year, The subsidization of interest and the
advance of "seed" money were attractive stimulants.

Source of Loan Funds

Th: other major area for concern is the source of ioan funds for an expanded pro-
g:°r (discussed in section H of this chapter). A successful loan program will need
funds to supplement those provided by individual lending institutions. The states
have shown flexibility in providing, or planning to provide, funds for lending
from state bond issues, investment of state funds, tax-exempt revenue bonds, state-
wide pool of credit, and university funds. It would seem then that the state,
rather than the Federal Goverament, would have the opportunity for developing

these other sources of funds and along lines best suited for each particular state,
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Table 20

OPINIONS OF LENDING INSTITUTIONS ON
OPERATING UNDER DIRECT FEDERAL INSURANCE

Question: "If the Federal Government guaranteed loans directly in your
state (i.e. in lieu of or in addition to the agency that
presently administers the guarantee program in your state)
would your institution make more, the same, or fewer loans
to students than you have made under the state or private
guarantee approach?"

Answers are in percentages of respondents reporting their opinion.

More Same Fewer Can't say

Commercial banks

Large 7% 72% 8% 13%

Small 6 67 7 20
Mutual Savings banks

Large 8 67 4 21

Small 5 67 2 26
Savings and Lcan associations

Large 0 73 6 21

Small 0 80 0 20
Credit Unions 19 70 0 11
TOTAL 7 69 6 18
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Recommendations

The staff of this study recommends that steps be taken to strengthen the existing
state agencies and to continue encouraging the creation and maintenance of stron
state agencies., 1t feels that the Guaranteed Loan Program will grow larger and
sounder on the decentralized, state basis, for the following reasons:

1, Decentralization is in keeping with the philosophy of "creative
federalism,'" which has as its object the building and strengthen-
ing of federal partnership with other operating levels of govern-
ment in a given program -- in this case, the individual state
governments,

2. The individual state can attend to its particular needs, bring
in the stronger sense of local responsibility and pride, be
more flexible, and promote a closer working relationship among
those who must cooperate to make the program successful,

3. The strong state guarantee agencies have already demonstrated
their effectiveness, _

4, The colleges and universities must become more closely involved
, in the program (discussed later in this chapter). Their day-
to-day and month-to-month operations can be handled more ex-
‘ peditiously on a statewide basis than on a nationwide basis.,
This fact is equally true for the thousands of vocational and
trade schools,

S, The lending institutions will number 20,000 and more as the
program becomes more successful, Here again, their day-to-day
operations can be handled more expeditiously on a statewide
than a nationwide basis.

6, The sources of funds are the most important ingredient in the
program. Some funds can come only through state efforts, The
large amounts of money from commercial and savings banks must
continually receive attention and promotion. This can be done
better on a statewide basis, because a closer and more personal
approach is feasible, ‘

7. Flexibility in operation is another important ingredient, Those
who worked on the study witnessed the half-dozen different ways in
which a half-dozen states solved their problems and heard a good
deal of testimony in favor of keeping the program on a statewide
basis,

In furtherance of the plan to strengthen state programs, the staff of this

study recommends that the provision for direct federal insurance be ghased out

of existence., The interviews with 47 state commissioners or agency directors,
‘ the seven in-depth state visits, the numerous discussions, including a meeting

of the Advisory Committee, all revealed the very strong conviction that direct
federal insurance was incompatible with strong state guarantee agencies. This
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incompatibility has previously been discussed in this chapter as it has affected
some states in giving them an easy "out" to evade voting a state appropriation
and, even more important, as it may affect other states in hampering their
efforts for continuing appropriations for both reserve and administrative funds,
To apply Gresham's Law, simply imagine that instead of ''bad" money driving out
"good" money, in this case '"no'' money would drive out "some" money. (For the
average reader, let it be explained that direct federal insurance provides the
benefits of the Guaranteed Loan Program at no cost to the state),

The direct federal insurance provision expires June 30, 1968, The study staff
believes that it should not be allowed to expire at that time because too many
states will not have had a full opportunity to get their houses in order by
that time.

In conclusion, the study staff recommends that steps be taken to stregg;hen the
exxstxn state agencies and to continue encouraging the creation and maintenance
strong state agencies, by:

1. Removin the present provision for direct federal insurance
Decause it serves to weaken strong state agencies‘ but onIz
arter contxnuxng it _on_an announced temporary basis firom 1its

Yesent expiration date of June 30, 1968, to a new expiration
Jate of June 30, 1970.

2, Bringing in a strong incentive to encourage creation of state
agencies where they do not now exist., The cOmpination Of two
o% the proposals NOW pefore Congress shouid be sufricient to
give SUCh_encouragement, with an additional consigeration of
sEaring COSts OF aaministering the state program,

The first of the two concrete proposals now before Congress, mentioned above,

is the so-called reinsurance plan., All reserves held by a state agency, whether
derived from federal '"seed" money or from its own state appropriations, now permit
a tenfold expansion in loan capacity ($100,000 reserves act as a base for §1
miilion loans). The reinsurance plan proposal is that these reserves permit a
fiftyfold expansion in loan capacity ($100,000 reserves act as a base for $5
million loans). The Federal Government would reinsure by .guaranteeing 80 percent
of the loans, and the state 20 percent. The state is unaffected on paper, inas-
much as its earlier 100 percent guarantee of $1 million loans is now converted to
a 20 percent guarantee of $5 million loans. This 80 percent reinsurance proposal
is strong in encouraging and helping state agencies, but it is weak in that it is
accruing a steadily mounting federal liability for all of its share of defaults,
There is no cash reserve to meet the Federal Government's guarantee of 80 percent;
the cash reserve of two percent is available only to meet the states' 20 percent
guarantee. If the 80 percent reinsurance proposal is to be truly effective, how-
ever, in creating strong state agencies, it must at the same time provide adequate
assurance of autonomy on the part of the states.

The second proposal now before Congress is to make -available to the states $12,5
million additional '"seed" money, which would require an equal matching deposit
by each state. This total of $25 million in reserves could in turn take ad-
vantage of the 80 percent reinsurance plan multiplier, making $125 million addi-
tional for guarantee reserve and $1,250 million additional for loan funds. This

111




VIII=-22

would seem to be a good form of encouragement to states, but it would be even
more effective to make some of the seed money, on an unmatched basis, available
during fiscal year 1968. Additionally, the use of the seed money on the matched
basis should be restricted to fiscal years 1969 and 1970, and should terminate
on June 30, 1970, in line with the recommendation immediately following.

To carry out the set of recommendations under discussion, it is recommended that
as of June 30, 1970, direct federal insurance be terminated and no turther .
federal advances be madga IT a state still nas not taken appropriate action to
make the guarantee plan effective by June 30, 1970, and if it is important that
the state have a guaranteed loan program, it would then be up to the college-
going students, their parents, and the higher education and vocational schools
located in that state to request their state government to take action. If

this procedure is not followed, direct federal insurance will probably wipe out
independent state agencies,

In summary, what has been recommended so far, then, is that the strongest en-
couragement should be given to creating and maintaining strong state agencies by
supporting the proposals, in somewhat modified form, now before Congress: the
reinsurance plan and the additional seed money on a matched basis. Some of the -
latter should be made available on an unmatched basis during fiscal year 1968,
and all of it should terminate on June 30, 1970, Along with this recommendation
goes another -- that, upon due notice, direct federal insurance should terminate
‘ on June 30, 1970.

As an alternative proposal, if it is unacceptable that direct federal insurance
be eliminated as of June 30, 1970, then it is recommended that the Federal
Government continue to guarantee the loans after June 30, 1970, but that the
federal subsidization of interest should be removed in those states operating
under direct federal insurance. After all, the Federal Government has to choose
its objectives. It cannot help all states at all times under all circumstances.
The greater good of the country can be served by pursuing the course of helping
the most states most of the time. The Guaranteed Loan Program is so important
to higher education that it cannot run the risk of losing the strong and medium-
strong states in trying to bail out the weak states,

The staff of this study found most valuable its seven, day-long, in-depth dis-
cussions with representatives from lending institutions, colleges and universi-
ties, and state guarantee agencies, For a new program, not thoroughly understood
and appreciated, there is a need to explain the different methods of operation
and their strengths as shown in other states. It is recommended that conferences
be held on the Guaranteed Loan Program with state officials, preferably at the
state level -- but if time and staff do not permit, at the national level.

D.  FINANCIAL NEED AS A CRITERION

Under the present laws governing the Guaranteed Loan Program the only financial

need criterion involved is the determination of adjusted family income of less
‘ than $15,000 (which is equivalent, for example, to $20,000 gross for a family

with three children), Each student borrower from a family whose adjusted income

is less than $15,000 ",,,is eligible for the interest on his educational loan up to
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six percent simple interest, to be subsidized by the government. This full
subsidy results in the student's paying no interest while he is in college and
only three percent during the repayment period (while the government also pays
three percent.)" Students from families that have adjusted incomes of $15,000
or over are not eligible for the interest subsidy but are eligible for guarantee
of principal of loan not to exceed six percent simple interest and at the same
lenient repayment terms, All these conditions apply both to federally insured
loans and to loans insured under state and non-profit programs which meet
approved standards. ’

In both cases == under and over the $15,000 line -- the federal guarantee and
interest subsidy (where applicable) are for loans to students, not to parents.
They are available only if lending institutions provide the loan funds in the
individual cases.

One of the expressed Congressional concerns supporting guaranteed student loans
in 1965 was that many middle-income families were being excluded from needed
loan assistance under existing programs, While National Defense Student Loans
were designed mainly for the neediest students, the Guaranteed Loan Program was
directed, at least in part, to recognizing that the middle-income student and
his family often had legitimate needs and required help to meet the spiralling
costs of college education. There was the feeling that too many families were
being declared ineligible for student loan assistance because their income
levels fell above some all-too-low definition of financial need,

The other federal loan programs, the Educational Opportunity Grants Program, and
the College Work-Study Program all require the involvement of the college
financial aid officer in determining student financial need in accordance with
regulations established by the Commissioner of Education,

In an attempt to clarify and simplify the question of a financial need criterion,
it 1s desirable to define certain terms and outline general student financial aid
practices.,

1. A student's educational expenses are made up of tuition, fees,
books, supplies, transportation, clothing, and allowance for
personal sundries -- plus room and board for the resident
student or an allowance for food and maintenance for the com-
muting student.

2, A student's non-institutional resources come from parental
contribution, the student's summer earnings or savings or both,
and non-institutionally administered scholarships and grants,
if any.

3. The parental contribution can be derived from a formula that
ranges irom the simple (based solely on parental annual in-
come, gross or adjusted) to the more complex (based on family
income, number of dependents, extraordinary medical and other
expenses, assets, liabilities, number of children in college,
and so forth). Some situations call for a simple formula,
primarily for administrative purposes, while others, particu-
larly when limited resources must be disbursed carefully, call
for a more complex formula,
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4, The difference between educational expenses and non-institutional
resources is the student's financial need.

S, To meet a student's financial need, the educational institution
attempts to provide grants, loans, part-time employment, or a
combination of these, The grants may come from general income,
endowed scholarship funds, unrestricted or restricted grant funds,
federal Educational Opportunity Grants, or some combination of
these. The loans may come from institutional loan funds or any
of the several federally assisted loan funds, or from both sources,
The part-time employment may come from jobs on-campus or off-campus
sponsored by institutional or non-institutional funds or by the
federal College Work-Study Program.

Another set of terms to be used in this discussion needs to be defined: the
loan of necessity and the loan of accommodation. The loan of necessity is one
that is required to help meet a student's financial need as defined above. The
loan of accommodation is that which is not required to help meet a student's
financial need but is needed to meet or to help meet the parental contribution.

Example: Using one national formula for illustrative purposes, Family A has
three children and $14,000 annual income; it is an uncomplicated case
without special assets or special expenses, The formula suggests that
the reasonable parental contribution is $1,720 and that son John should
contribute $400 in summer earnings or savings. Son John applies to
private College X, where his total educational expense budget as a
resident student is $2,500, The gap between this budget and the sum of
the parental contribution ($1,720) and John's contribution ($400) is
$780. This constitutes John's financial need. Any loan to meet or help
meet that financial need after reduction by institutional grant or employ-
ment or both, would constitute a loan of necessity. Any loan covering
some or all of the parental contribution ($1,720) constitutes a lcan of
accommodation. In fact, any loan amount beyond the student's financial
need as defined and as reduced by institutional grant and/or employment,
if any, is a loan of accommodation,

Son John also applies to College Y, where his total educational expense
budget as a resident student is $2,400. In this case John's financial
need is only $280, the difference between the budget of $2,400 and the
sum of the parental contribution $1,720) and John's contribution ($400).
Any loan to help meet that financial need, after possible reduction by
institutional grant or employment, constitutes a loan of necessity. A
loan for any amount above this becomes a loan of accommodation.

A complicating factor of the Guaranteed Loan Program is that it mixer and con-
fuses loans of necessity with loans of accommodation, Under the prersent pro-
gram there aré; loans going to students with financial need, as defined above,
but there are also loans going to students without financial need, as described
below. In their replies to the questionnaire, college aid officers estimated
(and perhaps it is fairer to say 'guessed") that 50 percent of the students who
applied for and 60 percent who received guaranteed loans last year did not have
financial need, as determined by their institutions' own normal standard of
need. :
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In Family B the father earns $12,000 before tax and there are no come
plicating circumstances, Their only daughter attends a private college,
resides on campus and has a total educational expense budget of $2,300,
Her family would be expected to contribute $2,150 and she would be ex-
pected to provide $300 from summer earnings or savings, thus meeting her
expenses, However, she would be eligible under present circumstances
for the federal guarantee and interest subsidy, but any loan would, in
fact, be one of accommodation since she has no financial need,

In Family C the father earns $9,000 before tax and there are no compli-
cating circumstances. One of the family's two children attends a public
community college and commutes from home. His total educational expense
budget is $1,400, which is more than met by the expected contribution of
$1,150 from his family and $400 from his savings or summer earnings.
Hence, no loan of necessity would be involved, and any loan to this
student would be a loan of accommodation.

The declared limit of $15,000 adjusted family income may exclude some families
with financial need,

In Family D both parents work, and their combined income is $23,000, of
which $7,000 is contributed by the mother, Of the three children, one
is a student at a private college, He has total educational expense of
$3,500 and receives no grant aid, The family has medical expenses of
$1,400 and supports a grandparent, who lives with them. The second
youngster to enter college will attend a private university with total
expenses of §3,400, As calculated by one need analysis procedure, his
family would have a financial need of $750 for each of the two college-
going sons, However, under the present legislation, neither of the
students would be eligible for the interest subsidy even though each
has financial need.

Some Findings

Several aspects of the question of requiring financial need as a criterion of
the Guaranteed Loan Program were examined in this study.

1, The only available comparison of family income levels between
the Guaranteed Loan Program and National Defense Student Loan
Progran (see Table 21) gives a tentative indication that:

a, The Guaranteed Loan Program is indeed serving more middle-
income students and families, as intended; is providing a
source of funds for many loweincome families; and is being
utilized very little by those upper-income families not
eligible for the subsidy of interest.

b. The National Defense Student Loan Program is basically
serving the neediest students and families, as intended,
but also serves many families with need in the middle and
upper income levels, '
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® Table 21

COMPARISON OF FAMILY INCOME LEVELS BETWEEN
THE GUARANTEED LOAN PROGRAM
AND THE NATIONAL DEFENSE STUDENT LOAN PROGRAM

Guaranteed Loans Reported and Processed by

December 1967 (1) National Defense Student loans(2)
Percent of
Total Borrowers
Adjusted Family Percent of Borrowers Gross Family 1966 1967
Income Levels(3) (287,000) Income Levels (377,000) (394,000)
$ 0-§ 2,999 12 $ 0-§ 2,999 23 2
o>z 54 :>sz
3,000- 5,999 20- 3,000- 5,999 31 2
6,000- 8,999 2 6,000~ 7,499 18\\\ ‘ 11\\\
1 40 42
9,000- 11,999 25 7,500- 11,999 22 25—
12,000- 14,999 16 12,000- 14,999 4 4
15,000 or more v 1 15,000 or more 2 2
100% 1060% 100%

(1) Source: Preliminary summary of the first 286,771 guaranteed loans totalling
$203 million reported to and processed by the U.S. Office of Education.
(2) Hand tabulations of 1966 and 1967 National Defense Student Loan Program
Annual Operations Reports, as reported by the U.S. Office of Education.
(3) IMPORTANT NOTE: Adjusted family income is reported as not having been
handled consistently; the figure may be for gross income, adjusted gross
income, or net taxable income. It is firmly believed, however, that the
vast majority of the cases reported are gross income -- and hence, are
comparable to the National Defense Loan gross income levels,
Approximate level of adjusted family income eligibility for subsidized
federal interest.
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Although this comparison should be expanded and replicated as soon as
. ~ current data are available, it appears that the two programs overlap

similar family-income levels to a considerable degree. The Guaranteed

Loan Program provides a very attractive source of loans of necessity to

needy students as well as loans of accommodation for some families.

The National Defense Student loans are invaluable in assisting those

from the lowest economic groups.

2, In interviews conducted with state loan agency personnel, 32 of the
agencies indicated a strong feeling of support for the requirement of
financial need as a criterion of the Guaranteed Loan Program. The 17
state guarantee agencies which were in existence before the Guaranteed
Loan Program became effective, as well as the United Student Aid Funds,
required financial need as a criterion until their participation in the
Guaranteed Loan Program. The United Student Aid Funds and most of
those original state agencies express a preference of need determin-
ation as a criterion in lieu of the present inflexible level of $15,000
adjusted family income,

3. In a series of seven interviews with selected representatives from
institutions and lending agencies, there was widespread agreement that
financial need should be considered as the primary criterion for eligi.
bility to receive subsidized guaranteed loans. Concern was expressed
that parents and students are seeking, and will seek, to take full ad-
vantage of interest-free and low-interest loans whether they need them
or not and that these loans will be used for other than educational

‘ purposes when the student is not in real need, It was agreed that
loans of accom:odation may be desirable and should be made available
as resources permit to assist middle-income families, but that these
loans should not be subsidized nor charged as federal aid to higher
education,

4. In the survey of lending institutions 95 percent of the respondents
agreed (71 percent indicated strong agreement) that the financial
need of a student should be taken into consideration in deciding
whether to award a guaranteed loan (see Appendix), Furthermore, 8%
percent of the lenders report that at present their institutions take
the student's financial need into consideration when making student

. loans. The fact that need consideration has continued in states where

it was previously authorized and has begun in newly participating
states indicates that lenders feel the use of need criterion is the
best way to utilize and disburse funds that are in short supply.

In interviews with numerous representatives from lending institutions
concern was expressed about the problems created by the lack of a
financial need criterion, Without a determination of need, a lending
institution cannot use its limited funds strictly for loans of neces-
sity because it may unknowingly be granting loans of accommodation.
Also, it is sometimes difficult for a bank to deny a loan of accommo-
dation to a good customer, but such loans threaten to exceed the lend-
ing limits established by many institutions, forcing the denial of
loans to others with real need.

5. Institutions of higher learning are strongly in favor of taking a
student's financial need into account in determining how large a guar-
anteed loan should be made (see Appendix), Seventh-five percent of
them indicated that they believed they should specify the maximum

117




~-

VIII-28

. amount to be loaned to a student who has financial need, and 63 per-
cent indicated that they should make the recommendation even if the

student had no financial need. Collegiate institutions are usually in
contact with the lenders regarding guaranteed student loans. and the
majority are recommending to the lender the amounts to be loaned. The
lenders are usually following these recommendations, although they
obviously have the responsibility of the final decision on whether a
student will receive a loan and how much he will get.

In comparison with other federally supported student aid programs,
institutions of higher learning rate the Guaranteed Loan Program as

the least successful in providing for the needs of their students

(see Appendix). In all other federal programs the colleges have the
responsibility of determining student financial needs and attempting

to meet these needs through an appropriate application of aid resources.
The Guaranteed Loan Program is the only extensive student aid program
outside the college purview and control; this means no responsibilities
or divided ones in the Guaranteed Loan Program and hence, a resistant or
even hostile attitude on the part of many colleges.

There have been cases in which a lending institution has granted a
guaranteed loan after a college has granted other financial aid to meet
a student's need. In other cases, students have been denied guaranteed
loans after institutionally administered aid resources were depleted,
The result is that lending institutions can thwart the careful work of
a college financial aid officer by providing an overlapping or dupli-

‘ cation of awards, or by hindering his efforts to award balanced 'pack-
ages'" of financial assistance,

6. Finally, the Advisory Committee of this study was in full agreement
that financial need should be a criterion of this progranm.

Summary and Recommendations

The present Guaranteed Loan Program legislation states that therc shal! be no
financial need criterion other than defining those adjusted family incomes under
$15,000 as eligible for federally subsidized interest payments. There is a large
body of opinion in favor of requiring financial need as a eriterion in the Cuaran-
teed Loan Program. The majority of colleges and universities reported during this
study that they want it, Lending institutions favor it as a means to make more
effective use of their funds. Most state guarantee agencies favor it. United
Student Aid Funds, the American Bankers Association, and the American Council on
Education have publicly indicated that they support it. There is evidence, also,
that lenders are taking need into account in awarding loans and that institutions
of higher education are, in many cases, recommending the amounts that should be
loaned. The Guaranteed Loan Program as presently constituted can become stagger-
ingly large in its demands for loan funds and federal subsidy of interest. It

is important that this demand be kept within stricter bounds by limiting it to
needy students.

As indicated earlier, the arbitrary ceiling of $15,000 adjusted family income
‘ provides interest subsidy benefits to some students from families which can not
demonstrate financial need. Other families with higher incomes but large numbers
of children and special financial problems have financial need but are unable to
obtain the federal interest subsidy. It is recommended that financial need be
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required as a criterion in the Guaranteed Loan Program and that all loans to
students and families Eemonstrating Tinancial need be considered loans Of neces=-

Sltz and theretfore 911‘1 e for tne feaera lz subsidlzed interest ga!ments.

E. LOANS OF ACCOMMODATION

In the preceding section on "Financial Need," the distinction was made between
the loan of necessity and the loan of accommodation. The loan of necessity was
defined as a loan required to help meet a student's financial need, after provid-
ing for a fair and reasonable parental contribution, The loan of accommodation
was defined as a loan needed or desired to meet or help meet the parental con-
tribution. ' '

The loan of necessity would qualify for interest subsidy as an aid to meeting
measured need. 1he loan of accommodation would not qualify for the interest sub-
sidy, but would be guaranteea. what is envisioned, then, is not a radical change
from the present program -- only that eligibility requirements for the subsidized
loan be tightened, that subsidized loans be granted only against measured need,
and that loans of accommodation be available to any parents who want them to help
meet the parental contribution.

Congress intended that many middle-income families should be helped and hence
stipulated that financial need should not be a criterion.

Allowing credit for tuition payments for higher education to be given on income
tax has been suggested for many years as one possible source of assistance to
families at all income levels, The cost of such credits to the federal treasury,
measured against the potential benefits accruing to families, has been a factor
in Congressional rejection to date of the tax credit plan and helped to produce
the Guaranteed Loan Program in the first instance. And possible changes in the
Guaranteed Loan Program should be viewed in the light of benefits to families ands
cost to the Federal Government in contrast to other alternatives (or partial
alternatives) such as tax credits.

In the survey conducted of institutions of higher education as part of this

study (see Appendix), institutions reported that the introduction of a tax credit
plan with maximum benefits of $325 per family would generally not reduce the insti-
tutions' need for financial aid funds., Fifty-four percent reported it would not
reduce that need at all, another 39 percent reported it would reduce the need but
not by mugh, and only seven percent of the institutions reported tax credits would
substantially reduce that need. The health professions and nursing schools voiced
similar opinions.

The question of the parental contribution, however, remains, Before one can
fairly differentiate between loans of necessity and loans of accommodation one
must first assume that it is possible to determine a parental contribution that
is fair and reasonable and that gives weight to annual income, number of depen-
dents, number of children in higher education, and other relevant factors.
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Practically all colleges and universities and state scholarship agencies are

‘ now computing this contribution by themselves or through some national service.
And the results indicate that it is pussible to compute a parental contribution
that is fair and reasonable in all cases except the very unusual,

In contrast to those who, because of lack of sufficient financial aid, may have
to contribute more than a reasonable amount, some parents, no matter how fair or
reasonable the amount of parental contribution, will not be able or willing to
meet it because of one or more circumstances or reasons. How such families are
to meet that contribution is at the heart of the idea of a loan of accommodation,
Table 21 indicates that only one percent of families that have an adjusted
income of $15,000 or over use the Guaranteed Loan Program. It is not possible
to determine from the data available how nany of the borrowers whose income is
either above or below that figure do or dv not in fact need this loan assistance.
But the comparison of the Guaranteed Loan and the National Defense Student Loan
data tends to suggest that most of the Guaranteed Loan borrowers, perhaps 75
percent, do in fact need this aid to help meet measured need and not to help
meet the parental contribution,

Parents may be unable or unwilling to produce a reasonable parents' contribution
for one or more of a variety of reasons:

1, Inability to meet the typical lump sum payment schedule of
college billing,

2. The wish to maintain the family's standard of living.
‘ 3. A lack of liquid assets.

4, The wish to stretch out the payments for several years beyond
the course of study.

Whatever the reason, parents should have access to credit as necessary to help
them meet these payments.

Federal Housing Authority insurance has done much for nationwide housing:. Per-
haps an FHA-type agency could do much for nationwide higher education. The
parent of one or two children in college wants two things in a loan: lenient
repayment terms and a reasonable rate of interest, For a loan of accommodation,
the Federal Government should not subsidize any of the interest, during study

or after study is finished. The loan should be to the parent, not to the
student. The Federal Government could guarantee the loan by the lending insti«
tution, making it easier to secure a long-term loan at a reasonable rate of
interest. But the interest rate should be based on the market, just as long-
term mortgage rates are -- so that they are attractive to lending institutions.,

If possible, it would be highly desirable to divorce these loans of accommodation
from the U.S. 0ffice of Education and from the colleges and universities, so that
any federal costs would not be charged to higher education. It is realized, howe
ever, that colleges and schools might have to be drawn into such loans to the
extent of certifying the enrollment of the parent's child and, perhaps, the esti-
mated amount of the parental contribution. In providing for loans of accommoda-
‘ tion, it is hoped that the Federal Government will not consider any costs involved
as charges against funds for higher education, Many worthy projects in higher
education will need to compete for federal funds., They should not have to compete
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with the costs attendant on loans of accommodation. It could be, of course, that
such loans administered under an FliA-type agency would be of little or no cost to
the Federal Government.

The simplest solution to providing the loans of accomodation is through direct
federal insurance. As stated carlier, there should be no federal interest subsidy;
the Federal Government's guarantce of the loan by the lending institution should
make it easier to serve a long-term loan at a relatively reasonable rate of inter-
est. This recommendation to use direct federal insurance is not incompatible

with Recommendation 10a which would remove direct federal insurance June 30, 1970.
The latter is meant to affect only loans of necessity.

It is recommended, therefore, that loans of accommodation should be made to the

parent, not to the studente should be ﬁgaranteed Ex the Federal Government, and

should not receive ifederai interest subsidy. Loans of accommodation shou e

retained as a teature of the Guaranteed Loan Program and administered throu
the device of direct federal insurance, or they should be handled by a federal
agenc atterned aiter the rederal Housigg A&ministration, established for the
’ purpose of ggaranteeing such loans.

These loans could then absorb whatever need for them exists. This type of loan,
in essence, would fill much of the need and purpose envisioned by Congress when

it enacted the Guaranteed Loan plan initially and would not involve federal sub-
sidies where need did not exist. The goal could be accomplished with very little’
or no drain on the federal treasury.

F. CLOSE INVOLVEMENT OF EDUCATIONAL INSTITUTIONS

Since 1958, the Federal Government has established four generally available proe
grams of student financial assistance at the undergraduate level: the National
Defense Student Loan Program, the College WorkeStudy Program, the Educational
Opportunity Grants Program, and the Guaranteed Loan Program. In the first three
of these, the Federal Government has vested primary responsibility for adminise
tration in the colleges and universities the recipients are attending, In all
three, the institutions themselves, operating under regulations issued by the
U.S. Office of Education, have the responsibility for selecting the students who
shall receive financial assistance, assessing their financial need and determine-
ing the amount and kind of assistance they shall receive, and disbursing the
funds to the students in payment of direct and indirect educational expenses,
During their development of these programs on their own campuses, the colleges
and universities have developed carefully considered and educationally sound
methods of fulfilling these responsibilities on behalf of their students. Most
important, perhaps, they have developed policies and procedures for combining
the various forms of financial assistance into 'packages" designed to meet the
needs of their students in the best way == best in terms of financial, educa-
tional, personal, and social needs of their students,

The Guaranteed Loan Program, however, does not fit into this welle-developed
pattern of institutional involvement, {nder the present program, the lending
institution (bank, credit union, savings and loan association) determines which
student shall get a loan and what the amount of that loan shall be. Payments of
the loan are made directly to the student borrower, and the use to which he puts
the proceeds of the loan is not directly controlled by an agency. Funds are
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‘ 4 paid to the borrower without regard to the schedule on which he must pay his
- direct and non-direct educational expenses-.

These procedures obviously upset the carefully constructed procedures by which
colleges have, in the pasi, made use of federal student aid programs in provid-
ing assistance to their students. The lending institution can thwart the care-
ful work of the financial aid officer by providing overlapping or duplicating
resources. Students may borrow more than thk:y need, more than they can repay,
and more than good judgment suggests that they should have, This divided
responsibility has generated hostility to the Guaranteed Loan Program by the
institutions who believe, probably with some justification, that it undoes the
institutions' efforts to create reasonable packages of financial aid for their
students.,

Some exampiés from the questionnaire to the institutions demonstrate some of the
problems:

When asked if the institution recommended to the bank the amount to-be borrowed
under the program, 60 percent of the institutions said "Yes, in mos: Or some
cases." When asked if the recommendation was followed by the bank, only 28 per-
cent said "Yes,'" while 47 percent said '"Yes, in only some cases.'

When asked if the institution should specify the maximum amount loaned to a
student under the program, 48 percent said "Definitely yes," and 27 percent

said "Probably yes." In the public wznd private institutions with larger enroll-
ments and more full-time financial ail officers, the response was 61 percent
. "Definitely yes."

Colleges and universities were asked about the packaging of the various federal
aid programs to meet their students' needs. The responses shown in Table 22
indicate the extent to which various federal aids are packaged with each other.
Table 22
FREQUENCY OF PACKAGING FEDERAL STUDENT AID PROGRAMS

EOG CWS  GLP  Other Aid

NDSL with 90% 85% 24% 72%
EOG with 75 28 67
CWS with 42 62

This table demonstrates that while the existing programs are generally combincd
with each other to provide reasonable packages of student aid, the Guaranteed
Loan Program is infrequently used in this way. This means that the GLP has not
been successfully integrated into the existing patterns, and its usefulness to
the institutions is limi.ed,

In the series of seven in-depth interviews, it was the strong consensus that
the colleges should play a major role in determining which students need
Guaranteed Loans, should recommend the loan amount, and should have the ability

’ to combine Guaranteed Loans with other aid resources when determining financial
aid awards. Eighty-three percent of the lending institutions also indicated
they would like to have a rccommendation from the student's college on the loan
amount -
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Another difficulty which has arisen is that a Guaranteed Loan may be granted to
a student who has already received a National Defense Loan from an institution.
It is incongruous that a student may receive loans from two different federal
loan programs because administration of loan funds is not coordinated to make
certain that the stated maximum amount of loan is not exceeded, responsibility
for the loans should not rest in two different sources, Better use would be
made of the funds available if the college assumed all responsibility.

In section D of this chapter, it has been strongly recommended that the loans
available under the Guaranteed Loan Program be restricted to students with
financial need. Under this recommendation it becomes even more compelling that
the institution have a responsibility for determining which students should
receive loans and recommending how much they should receive, The same recommen-
dation is repeated here, in the context of the need for institutional involvement
if the program is to achieve its stated purpose most effectively. It is recom=-

mended that the colleges and universities, acting under ground rules established
Ez_yﬂemselves thg lending institutions, and the arantee a encies,_§EaII be
resgonsible for determining which students should receive loans under the GLP
and for recommending the amounts of loans they should be granted,

G, RETURN TO LENDING INSTITUTIONS

In the final analysis, success or failure of the Guaranteed Loan Program --
based as it is on private credit -- will depend on the amount of private credit
available. A state or federal guarantee is obvicusly a stimulant to availahility
but, by itself, does not assure availability in the amounts required to meet
student demand, Lenders seem willing as a social responsibility to meet demands
(up to a point), depending on total resources available, Ultimately the profit
to the lender must be a consideration if the program is to attain its full poten-
tial. And the profit; of course, must be measured not in terms of gross return
but net after costs -- administrative and paper work costs involved in operating
the program,

Lending institutions were asked in the study questionnaire whether they consid-
ered the present maximum of six percent simple interest permitted on guaranteed
loans a profitable, break-even, or loss rate (see Appendix), Responses by type
of lender are shown in Table 23, These responses clearly demonstrate that verv
few large or small lenders find these loans profitable, that any substantial
"break-even" experience occurs only for Savings and Loan Associations, Mutual
Savings Banks and Credit Unions, Significant percentages of all lenders indi-
cate a loss operation with large commercial bank responses showing a very high
(85 percent) loss experience. A majority (54 percent) of smaller commercial
banks report a similar loss experience, Variations in "break even" and "loss"
responses doubtless reflect the fact that there are differences in tax advan-
tages among the different types of lenders,

Interesting also, in considering return to lenders, are the reasons given for
non-participation by some 400 not in the program, Ranking highest in frequency
are those reasons relating to lack of profit =-- '"return too low," "too much paper
work," or "terms too long." Commercial banks run about 50 percent ahead of all
lenders in this category., The unly other cluster of reasons of any significance
were ''no request" or "have other student loan arrangements," and here again com-
mercial banks lead the field by a two-to-one margin.
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Table 23

OPINION ON SIX PERCENT SIMPLE INTEREST RATE

Profitable Break-Even Loss

Commercial banks

Large 2% 13% 85%

Small 7 39 54
Mutual Savings banks

Large 6 44 50

Small 16 57 27
Savings and Loan Associations

Large 6 42 52

Small ' 10 80 10
Credit Unions 3 66 31
All Respondents 6 33 61

At the same time, responses to the Lending Institution Questionnaire (see
Appendix and Table 16) indicate that commercial bank respondents have the
highest percentage (65 percent) of participation in the program -- large banks
recorded 80 percent; small banks, 54 percent participation,

When this subject was being discussed by the Advisory Committee the question was
asked: If these loans are as unprofitable as so many commercial banks report,
why is their participation over the country so high and the dollar volume of
guaranteed loans by some banks so large? The lenders responded that they had
gone into the program as a public service, relying in good faith on statements
by federal officials that a procedure would be developed to provide them with an
equitable return,

Several alternative procedures have, in fact, been given consideration by the U.S.
Office of Education, such as granting the lenders tax exemption for the interest
income from these guaranteed loans, increasing interest income to the lenders,
and payment to the lender of loan fees either by the student or the Federal
Government.

The study questionnaire asked lenders their opinion on each of these methods.
Responses are shown in Table 24. Tax-exempt income was the inethod preferred by
commercial barnks and savings and loan associations, although raising interest
rates was equally acceptable by commercial banks., The savings and loan associe
ations also favored the government fee, as did the mutual savings banks.

Tax Exemption of Interest Income

Of all the alternatives, this is one of the most costly to the Federal Govern-
ment and conversely most remunerative to lenders, particularly those in a less
favorable tax position. Based on current U.S., Office of Education estimates of
loan demand, the cumulative tax loss from the exemption at a marginal rate of
48 percent would amount to $388 million for fiscal years 1968 through 1972,

Additionally, the benefits of tax exemption would not be the same for all lenders,
because of differences in their tax positions, making it a relatively ineffective
device for encouraging broad participation of lenders., It also has the defect of
establishing a precedent for much wider application,
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Table 24

OPINIONS OF LENDING INSTITUTIONS ON METHODS
OF INCREASING RETURN ON GUARANTEED LOANS

Question: 'How favorable are you about each of the following potential methods
of increasing the return to your institution on guaranteed student
loans? (Please answer according to what you would like whether or
not it is presently legal in your state.)"

Answers are in percentages of respondents who gave their opinions.

Commercial Mutual Savings and Credit
Method banks savings banks loan associations Unions
Large Small Large Small Large Small
Make Interest
Income Tax-
Exeggt
Very favorable 70% 66% 51% 49% 42% 56% 6%
Fairly favorable 17 12 5 18 29 22 0
Not favorable 9 15 26 22 19 22 53
{an't say 4 7 18 11 10 0 41
Raise the
Interest Rate
Very favorable 60 50 49 51 50 25 21
Fairly favorable 24 - 29 20 18 10 50 25
- Not favorable 16 18 24 26 30 25 54
Can't say 0 3 7 5 10 0 0
Have Government
Pay a Fee
Very favorable 36 28 72 47 52 67 39
Fairly favorable 24 22 6 18 16 11 19
Not favorable 34 45 18 31 23 22 39
Can't say 6 5 4 4 9 0 3
Have‘§£udent
Pay a Fee
Very favorable 39 31 8 10 37 11 35
Fairly favorable 19 15 16 8 7 11 13
- Not favorable 39 50 68 75 56 67 48
Can't say 3 4 8 7 0 11 4
120
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Payment of Loan Fees

This methoud contemplatcs payment of a fee to the lender each time a loan is made
and an additional fee at the time the loan is converted to payment status. Advan-
tages are: (a) payment is received at, or about, the time the expense is incurred;
(b) it recognizes that loan placement and conversion costs are approximately the
same regardless of the amount of the loan; (c) placement fee could be set lower
for subsequent loans to a single borrower in recognition of reduced costs on such
loans; and (d) incentive for cfficiency in lender operation could be provided by
basing fees on a '"reasonable cost' concept.

Direct payment of a fee by the student borrower, however, raises the same problem
as an increase to him in the interest ratc -- conflict with many state usury laws,

Payment of the fee by the Federal Government not only avoids this conflict but, under

the proposed amendment authorising such payments, would involve a minimun of admin-
istrative costs both for the Federal Government and the lenders.,

lncreased Interest Rate

The rate could be increased either by raising the rate charged the student or by
increasing the federal intcrest contribution without increasing the rate to the
student.

Conflict with many state usury laws makes an increased rate to the student highly
impractical. Furthermore, it would raise the difficult question of extending the
higher rate to other loan programs, but this would not be a problem if the Federal
Government bore the extra interest,

Payment of an increased interest rate by the Federal Government would seem to be
the simplest plan to administer, assuming that Guaranteed Loans are restricted to
loans of necessity, as recommended in this study. (This would eliminate the other-
wise-sti: ky problem of additional interest payments on loans in the over $15,000
family income category, defined as loans of accommodation earlier in this chapter,)
It is assumed that the rate could be set once or twice a year, say at one percent
or one-and-one-half percent above the prime commercial rate, The government now
pays interest periodically. so changing the rate would call for little extra effort,
The alternative method of application and conversion fee requires handling as an
extra payment. Setting an interest rate can be done easily, as it would be an-
chored to the prime commercial rate or some other standard.

Finally, it is estimated that an increased interest rate might possible cost the
Federal Lovernment less than a fee, but naturally that will depend upon the amount
of the fee and interest increase:. ‘

Much of the talk during the last six months has assumed acquisition and conver-
sion fees at $25. Based on the U.S. Office of Education projections of loan
volume, the fees are estimated at a total of $70 million in 1970 and $115 million
in 1973. In comparison with this, an increase of one percent in interest would
represent $34 million in 1970 and $83 million in 1973.

The staff of this study is convinced that the lending institutions must secure

a reasonable profit on Guaranteed Loans and that the burden of evidence indi-
cates that six percent simple interest is not yielding a reasonable profit to
most lending institutions, 1t recommends therefore that the return Ee set to

yield a reasonable gtofigi;gzg;method and amount tongg*geterminea Bx financial

experts.

e s
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H, SOURCES OF ADDITIONAL LOAN FUNDS

In this section four aspects of the sources of loan funds are discussed:

1, The need %o project future demands.

2, The need to increase participation from the present potential
sources Of individual lending institutions,

3, The need to find new and supplementary sources.

4, The nized to make loans available to those students now
finding it di1fficuit, 1f not impossible to obtain loans.

These factors are also d.scussed in the context of the Task Statement of this

study, which follows federal policy in maximizing loans through private
financial sources.

Projections of Future Demands

It is most difficult at this early stage in the life of the Higher Education
and Vocational Guaranteed Loan Program to make estimates of the future demand
for these loans. It was evident in the seven in-depth discussions with repre-
sentative groups from state agencies; lending institutions, and colleges that
little or no realistic forecasting of future demands for guaranteed loans had
been made. This lack was aiso evident in other discussions and interviews,

If it had been possibie to project future demands; some of the states now oper-
ating under direct federai insurance would have anticipated the situation and
would not have permitted their reserve funds to run out,

Be that as it may, 1t is essential that a task force be assimed to identiry
all the elements invoived in such forecasting, taking into consideration the
number of student residents going to in-state and out-of-statc institutions,
the number going to publi: and private institutions, the projected increases
in college-bound students, zhe famiiy income levels involvea, and other rele-
vant factors. This kind of anaiysis should be referred to zll states and they
should be asked to prepare projections for the next five years,

Particigation of Individual Lending Institutions

The huge buik of loan funds under the Guaranteed Loan Program has been provided
by the commercial banks. Several states in particular have done an outstanding
job in gaining their support. The American Bankers Association has campaigned
hard and long for the success of the program and has sent informative and en=-
couraging material to every bank in the country.

Savings and loan associations, mutual savings banks, credit unions, and a few
insurance companies are aiso participating. In some states, some of these
have heen kept from participating or limited in their participation by state

‘ laws, Some of them, particularly the large insurance companies and credit
unions, have not participated because of the administrative and operating
difficulties involved in writing agreements with each of the states and operating
under varying sets of policies and procedures.
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In January 1967, the United States Office of Fducation estimated that there were
59,000 eligible lending institutions -- hut 17,000 of these were branches of
commercial banks and branches of savings and loan associations, and 22,000 of
these were credit unions, most of which were small in size,

In early February 1967, there werc 12,700 lending institutions listed as partie-
cipating. It should be explained that this figure includes over 1,500 lenders
in California, hwere branch banking is statewide, and less than 500 in New York,
where branch banking is restricted. As of the writing of this report, there are
16,000 to 17,000 lending institutions participating., This figure is helpful in
showing a relative increase of 30 percent in eight months’ time, but it does not
show the degree of participation -- whether the lender handled two loans or 102
or 502 -. which is most important,

There is much more work to be done in securing the participation, new and in-
creased, of the individual lending institutions with the states. Much of this
can best be done by the states’ agencies; some of it can best be done by the
Federal Government, In the latter case, the objective is those institutions

that are national in scope: the larger insurance companies, credit unions, and
universities, These could be very important sources of additional loan funds if
the United States Office of Education were enabled to enter into agreements with
those larger insurance companies, credit unions, universities, and others who
would commit themselves to designated minimum amounts of loan funds over a period
of years.

The Need for New and Supplementary Sources

The United “tates Office of Education estimates that outstanding loans under
the Higher Education and Vocational Education fuaranteed Loan Program will rise
from $32¢ million at the end of fiscal year 1967 to $2.4 dillion at the end of
fiscal year 1969 and $9.2 billion at the end of fiscal year 1973, These figures
are probably too high and will certainly be too high if financial need is re-
quired as a criterion, as is strongly recommended earlier in this chapter,

To try to put in perspective the $9,2 billion estimated for guaranteed loan for
the end of fiscal year 1973, consumer credit at the present time is $75 billion --
but this turns over about once a year, whereas mortgage credit, at about $200
billion, turns over every seven years. It is impossible to say now what the
turn-over of guaranteed loans may be, but with a stated repayment period ranging
from five to 20 years, it may be realistic to expect the turn-over to approach

an average of seven to nine years -- or something approaching the mortgage

market, Using this approximation, the $9.2 billion of outstanding loans in 1973
could easily total $15 billion in 1978,

Expert opinion would need to testify whether $15 billion of student loans could
be absorbed easily by individual lending institutions ten years from now, The
figure is judged by this study to be too high, certeinly if financial need is
made a criterion of guaranteed loans.

‘ In any case, however, it seems completely safe to assume that the individual
lending institutions will not provide sufficient loan funds in the future in a
number of states, Hence, there is a need for new and supplementary sources to
be developed in those to provide sufficient funds. This has to be anticipated
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also for periods when the money market will be tight and lending institutions
will feel unable to provide their share of the required student loans.

It has been enlightening and stimulating to learn what several states have done,
or are planning to do, to provide loan funds, either supplementary to or in lieu
of the credit supplied by individual lending institutions. The imaginative pro-
grams of Connecticut, District of Columbia, Georgia, Maine, Michigan, North
Carolina, Pennsylvania, Texas, and Wisconsin include such methods as:

State bond issues to provide loan funds.

State bond issues to provide reserve funds as a basis for loan
funds,

The use of state investment funds for loan funds,

Tax-exempt revenue bonds to provide loan funds, as well as reserve
funds and administrative expenses,

Statewide pooling of credit from banks and insurance companies
to provide loan funds.

The use of university funds to match state funds to provide
reserves for loan funds.

The exploration of the use of secondary markets for sale of
students' notes.

The payment by the s<ate of additional interest to lending
institutions,

' ’ The above list is evidence in support of the thesis that the states, not the
Federal Government, can best supply most of the private credit funds for guaran-
teed student loans., These examples are shown also in support of the recommenda-
tion that all states should be advised of methods for providing new and supple-
mentary sources of loan funds,

The Need to Make Loans Available When Neede&

An earlier section of this chapter relates first-hand reports on areas in the
country where it is difficult, if not impossible, for a student to obtain a
Guaranteed Loan, To students and parents, loans are not available in many
cases because many lending institutions do not participate in the Guaranteed
Loan Program; some lending institutions will have already loaned up to an
established maximum of educational loans; some lending institutions require an
established account or relationship; or state residency requirements may make it
difficult, if not impossible, for servicemen and others to qualify for loans,
In a few states, the agency does not guarantee loans to residents attending
out-of-state schools; students have to rely on the United Student Aid Funds,
whose loan capacity is understandably limited in various states.,

If the Guaranteed Loans are to assume a very important place in the financing

of students' needs, they must be reasonably available to students in need,

It is not enough to lean on the National Defense Student Loans to provide for

those who cannot secure a Guaranteed Loan, The National Defense Student Loans
‘ can be counted on only to a limited extent., Moreover, to be successful the

Guaranteed Loan Program must meet the test of reliability in the eyes of the

student and of the college aid officer,
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One way to help solve the nroblem of making loans available to all who need them
would be for the statc to set un a central service division to handle these
special cases. The cases might be referred to various banks throughout the
state. If warranted, it might be desirable to set up a central pool of credit,
to be administered by the state loan apency, for these auxiliary purposes.

This, too, is an evidence that the stnate should be able more easily than the
Federal Government to solve narticular nroblems.

In summary, it is recommended that:

1. A task force he assigned to identify ail the clements invelved
in estimating future requirements of puaranteed ioans. and that
each state should be requested to prepare its projections tor
the next five vears N

2. Along with greater efforts on the part of states to gain new and
increased participation by individual iending institutions within
*he states. the United States Office of Education be enabled to

enter into agreements with those larger nationwide insurance
cogganfesijcreéft unions, universfties2 gna others who would commit
themselves to designated minimum amounts of loan funds over a
period of years.
3, States be advised of methods for grqvidin% new and supplementary
‘ sources of ioan funds and encouraged to give them consideration

in_anticivation of preater demands for loans.

4. States be encouraged to set up a central service divisien and,
where necessary, a centrai goo! of credit to grovfae loan tfunds
Tor those students wino fina 1t extremely airficuit or mgossi le

to ootain Guaranteed Loans.

J. OTHER FINDINGS AND RECOMMENDATIONS

This section deals with six remaining findings and recommendations affeczting
the Guaranteed Loan Program. .

1, Eligibility of GLP Loans for Matching with Educational O

portunity Grants

Under the Higher Education Act (Section 402), a college must match an Educational
Opportunity Grant award with the award to the student of an equal amount of aid
provided by the institution or by any state or private scholarship program. At
present, the Guaranteed Loan in almost all cases may not be used to match an
Educational Opportunity Grant, The exceptions occur in Texas under the direct
state loan plan, in certain instances in North Carolina, and under the USAF
College Reserve Program. in which the college provides the reserve money,

Eligibility of guaranteed loans for such matching has been recommended by wmany
. financial aid officers in testimony before Congressional subcommittees and in

interviews with the study staff. In a recent study of student financial aid in
Massachusetts by the College Entrance Examination Board, the study staff found
that a major reason for a low level of participation or failure to fully utilize
Educational Opportunity Grant funds by an institution was a lack of matching
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capahility. Institutions with limited scholarship programs had to rely entirely
on their limited National Defense Student Loans as the matching component., a
situation which proved difficult fer the students. In fairness to the low-
income-.family student, all awards under student assistance programs should be
eligible to match Educational Onportunity Grant awards, including Guaranteed
Loans.

It is recommended that all Guaranteed Loans be eligible to match Educational
ortunity Grant awards. s is in Iine with two previous recommendations in

this chapter: the setting of financial need as a criterion and the greater,

and thus costlier, administrative involvement of the colleges and universities

in the Guaranteed Loan Program, It is warranted also on the basis that it brings

the Guaranteed Loans closer to (and makes them more compatible with and more in-

terchangeable with) the other federal loan programs.

2.  Occupational Forgiveness

The staff of this study recommends the elimination of the loan cancellation pro-
visions for teachers under the National Defense Student Loan Program (see
Chapter 1V) and under the Cuban Loan Program (see Chapter VI1), and for nurses
under the Nursing Student Loan Program (see Chapter VI).

The Guaranteed Loan Program at present contains no cancellation or forgiveness

‘ features of any sort. In interviews with state loan agency personnel the one
thing that most people (38 of the states) agreed about was that there should
be no forgiveness features in the Guaranteed Loan Program. The reasons given
were essentially that such forgiveness greatly complicates administration, is
discriminatory, and tends to encourage a laxity in repayment obligations on
the part of students.

The in-depth interviews with collegiate and lending institution represeacatives
also encountered strong reaction against the inclusion of occupational forgive-
ness in the GLP. With present concern for the administrative costs and com-
plexities of the program. lending institutions were especiaily vocai in their
resistance to a program feature that would add further compiications and 2xpense.
The process of canctellation would involve not only the amount outstanding., but
also a refiguring of interest for each student involved, It was generaily feit
that expanded institutional grant programs, open to needy students regardicss

of fields of interest, were preferable to subsidizing seiected professions
partially through loan forgiveness.

Finally, in response to questions concerning the National Defense Student Loan
Program, only 11 percent of all institutional respondents favored any extending

o7 the cancellation provisions,

It is_recommendcd: that the forgiveness (or canceilation) concept not be =xtended
to the Guaranteed Loan Program.
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3. Maximum Borrowing
e rf il Sy SR ST —

Included in Chapter X, "Uniformity of Provisions in loan Programs." are three
recommendations on maximum borrowing limits that affect Guaranteed Loans. The
recommendations are: (a) the present limit of $1,500 per year for the graduate
student should be increased to $2,500; (b) the aggregate borrowing for the
graduate student should be increased from $7,500 to $10,000, including loans as
an undergraduate; and (c¢) a new kind of limit should be set for the student who
borrows under more than one federal loan program -- it would be the same limit
recommended for each of the federal loan programs: for the undergraduate,
$1,500 per year and $5,000 in the aggregate; for the graduate, $2,500 per year
and $10,000 in the aggregate (including undergraduate borrowing).

4. Grace Period

In Chapter X there is a recommendation that the grace period before repayment
of principal and interest be shortened to four months for all federal loan
programs .

5. Deferments

In Chapter X four of the recommendations on deferments affect the Guaranteed

‘ Loan Program, as follows: (a) cancellation of interest during deferments for
military service, the Peace Corps, and VISTA, (b) acceptance of full-time study
as a reason for deferment in the case of the vocational student borrower, (c)
cancellation of interest during deferment for full-time study outside the
United States, and (d) allowance of deferment for uniformed service in the
Public Health Service and the Coast and Geodetic Survey,

6. Procedural Matters

There are five minor matters, primarily procedurai in nature, which shouid be
mentioned here., The institutions of higher education were generally :greed
that the proceeds of the loan should he sent to the student in care of the ine
stitution. They believe that this will assure use of the proceeds to pay edu-
cational expenses and that the temptation to make non-educational purchases
will be reduced.

Second, they believe that the proceeds of the loans should be paid in two in-
stallments., The possibility that the student would make other use of the funds
would be reduced if he did not receive half of the money until later in the
year, This plan would also save a substantial amount in interest payments by
the Federal Government., However, a required increase in the number of dis-
bursements would add additional administrative costs for everyone involved.

Any nationwide program operated by different agencies, each serving their own
‘ student residents, presents major paper work problems., Standard forms should
be designed for use in this program by «ll the various agencies. This task
should be accomplished jointly by the U,S. Office of Education, the guarantee
agencies, and the institutions of higher education, Within the limits of state
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autonomy, uniform policies shouid be instituted as an aid to all parties,

Implementation of standardized forms would help to resoive another problem
experienced by institutions and students. With a muitipiicity of forms, the
student :‘requently has difficulty in locatiug those he requires -- particularly
if he is attending an institution 1n a state other than his state of residence.
Availability of forms in the colieges and universities (a step recommended by
two-thirds of the lenders surveyed) would help to reduce this problem, and this
availability can more readily be accomplished with standardized forms,

The college will be expected to complete promptiy the semi-annual request for
confirmation of student status, At the same time, colleges expect sufficient
information to be provided to make student identification possible, Verification
of enroilment should be made by either the U,S, Office of Education or the state
agency but not by both, nor by individual lenders,

Implementation of these changes would increase the invoivement of the colieges
and universities in this process -- a step they believe is important and ome
that will improve the quality of administration of the program, The Federal
Government has shown, in the past, its confidence in the institutions by in-
volving them deeply in the administration of its other student aid programs,
This pattern should be continued in the Guaranteed Loan Program.

() K., THE NATIONAL VOCATIONAL STUDENT LOAN INSURANCE ACT OF 1965

The National Vocational Student Loan Insurance Act of 1965 became law October 22,
1965. It was designed, primarily, to extend to students in both pubiic and
proprietary vocational schoois the benefits of the insured Loan Program established
by the Higher Education Act of 1965. An appropriation of $1,875,000 for "ruserve
fund" advances to the states was approved by Congress in May 1966,

It got off to a very slow start, mainly because of accrediting and eligibiiicy
probiems and because the U, S. Office of Education and the states were angrossed
in getting the much larger and more complex Guaranteed Loan Program off the
ground, '

Status of the Agreements

Operation of the program was initiated by disbursement of the federal advance

for reserve funds to South Dakota on January 11, 1967. That state executed a
guarantee agreement with the United Student Aid Funds, which had been administer-
ing its Guaranteed Loan Program. By the end of January 1967 disbursements had
been made for 11 states and Puerto Rico. In nine of these states and Puerto Rico
the program became operative under agreements entered into by the U. S. Office of
Education with the United Student Aid Funds, which had aiso been administering
the Guaranteed Loan Program in those jurisdictions,

’ The United Student Aid Funds had been authorized by its board of trustees to enter
into guarantee agreements under this Act prior to its enactment, and it was
therefore able to act promptly. On the other hand, ability to enter into such
agreements required in many states new legislation, interpretation of existing
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laws, or legislative appropriation of funds to cover administrative costs. These
problems, and determination of institutional eligibility, helped to deter imple-
mentation of the program.

By October 31, 1967, a total of 44 states and Puerto Rico had executed agreements
under the Act. Fifteen of these operate the program for all residents through
their own state agency. In Tennessee and Virginia the state agency administers
the program for students attending schools in the state; United Student Aid
Funds, for students out of the state, In the remainder of the 44 states and
Puerto Rico, the United Student Aid Funds originally administered the full
Vocational Student Loan Program, but two of these, Colorado and Nebraska (aiong
with Vermont, which had its own state operating agency) have had loan demands
beyond their reserve capacity and are as of October 31, 1967, under the direct
federal insurance program.

In California, Georgia, Indiana, Louisiana, and Mississippi, as of October 31,
1967, there was no guarantee program for loans to vocational students, Connect-
icut, through its own agency, is guaranteeing vocational student loans backed by
its state-appropriated reserve completely independent of the federal program,

Through December 26, 1967, a total of $899,431 in federal advances had been dis-

bursed as reserves for these 45 programs -- or somewhat under half of the total
appropriation of $1,875,000.

Volume of Loans

At the close of fiscal year 1967, 24 states had made loans guaranteed under the
Vocational Student Loan Program, A total of 26 states and Puerto Rico had re-
ceived a federal advance by that date, but in Alaska, New Mexico, and Puerto

Rico the program had not gotten under way, Loans through that fiscai year, for

a period that was less than six months in all 24 states, totalled only $740,324

to 1,143 borrowers (Table 25), In the next four months an additional 16 states
had put the program into operation. This same period recorded an eightfold in-
crease in the amount of loans to $6,116,098 and a sevenfold increase in the number
of borrowers to 7,313, Included in both figures are the loans made under direct
federal insurance.

Eligibility

A particularly knotty administrative problem has been the determination of in-
stitutional eligibility, The statutory requirement of accreditation by a na-
tionally recognized accrediting agency or association has, for all intents and
purposes, been a substantial factor in restricting operation of the program dur-
ing the months of the study, therefore restricting the scope of the study. The
U. S. Office of Education had to spend untold months in assorting the thousands
of vocational and trade schools, For proprietary schools there were only two
recognized accrediting groups, for business schools and correspondence schools,
Another complication was that in the same school only one or two of its programs
might be approved, and the rest might not be approved.

(Text continued on page VIII-47)
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Table 25
STATUS OF GUARANTEED VOCAT1ONAL LOAN PROGRAM
. Inception - October 31, 1967
From Inception thru July 1, 1967 to
Date Reserve June 30, 1967 October 31, 1967
Funds Number Amount Number Amount
State Disbursed of Loans of Loans of Loans of Loans
STATE GUARANTEE
AGENCY

Arkansas . 3/24/67 11 $ 7,378 54 $ 37,437
California(l) 0 0
Connect%iyt(z) 230 301,677
Georgia 0 0
Illinois 7/24/67 430 403,300
Indianafl%l) 0 0
Louisiana 0 0
Massachusetts 8/°7/67 878 793,135
Michigan 8/24/67 51 45,402
New Hampshire 7/27/67 104 95,140
Now Jersey 7/20/67 40 36,110
New York 8/ 1/67 2,322 1,928,785
North Carolina 8/10/67 32 7,100 188 101,470
Ohio 9/ 5/67 0 0
Oklahoma 1/20/67 75 70,910 144 132,057

‘ Oregon 10/13/67 14 11,321
Pennsylvania 10/10/67 0 "0
Rhode Island 8/ 7/67 74 72,775
Tennessec (3) 6/26/67 174 160,570
Vernont(4) 6/21/67 138 129,179
Virginia(3) 45 7567 1 500 17 14,775
Wisconsin 9/ 5/67 294 127,820 262 144,700
SUBTOTAL a3 $715,708 - 5,120 sT_""",407.833
USOE CONTRACT

WITH USAF

Alaska 3/ 2/67 0 0
Arizona 4 1/19/67 109 30,710 68 44,067
Colorado(4) 1/19/67 147 136, 851 47 46,500
D.C. v 0 0
Idaho 1/20/67 3 2,725 14 12,375
Kansas 1/19/67 110 87,143 149 128,766
Minncsota 1/19/67 48 32,239 116 86,608
Missouri 3/ 2/67 38 28,695 86 66,133
Montana 4 1/19/67 17 -12,645 32 17,786
Nebraska (4) 1/19/67 75 59,375 87 72,265
Nevada 1/19/67 2 1,745 -3 2,120
North Dakota 3/ 2/67 15 13,785 58 46,653
South Carolina 1/19/67 3 2,634 30 18,449
Washington 3/ 2/67 3 3,000 25 22,860

. West Virginia 2/ 8/67 36 29,780 110 86,875

Wyoming 1/19/67 - 16 16,000
Puerto Rico 1/19/67
Virgin Islands

4,565
0
0

5
0
0

SUBTOTAL 622 $457,327 30 ¥656,022
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From Inception thru July 1, 1967 to
Date Reserve June 30, 1967 Octoher 31, 1967
Funds Number Amount Numberx Amount

. State Disbursed of Loans of lLoans of loans of lLoans

STATE CONTRACT
WITH USAF

Alabama 4/10/67 16 $ 8,253 82 $ 59,005

Delaware 9/11/67 0 0

Florida 9/25/67 0 0

Hawaii 4/18/67 20 17,047 82 (6,442

Towa 7/19/67 43 36,196

Kentucky a9/25/67 119 88,724

Maine 9/19/67 30 27,024

Maryland 1) 7/24/67 59 52,823

Mississippi 0 0

New Mexico 5/ 2/67 39 25,404

South Dakota 1/11/67 17 14,469 101 77,813

Texas 4/11/67 2 1,375 189 131,543

Utah 2/18/67 53 28,145 109 64,657

‘ SUBTOTAL 108 § 69,289 853 $ 630,231

, $
TOTAL 1,143 $740,324 6,803 $5,694,086

(1) Program not in operation as of October 31, 1967.

(2) Reserve Funds provided by state appropriation; no fecderal funds advanced.

(3) Loans to vocational students attending out-ofe-state schools administered
by USAF,

(4) Under direct federal insurance effective: Colorado, August 28, 1967;
“"Nebraska, October 18, 1967; Vermont, Scptember 11, 1967, A total of
$472,012 loaned to 510 borrowers,

Source: Insured Loans Branch, Division of Studen; Financial Aid, U.S.
Office of Education.
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Responses to Questionnaires

At the time the sample of institutions was beiiig drawn for the survey question-
naire to be mailed on August 11, 1967, the U. S, Office of Education lists of
eligible institutions in the 11 states surveyed showed public and private non-
profit schools far outnumbering proprietary schools. (See "Procedure' in Vo-
cational School Questionnaire, Appendix,) Proprietary schools surveyed were
predominately business schools, and the private, non-profit schools were predomine
ately for X-ray technology, Of the 160 respondents to the questionnaire slightly
less than 40 percent were from private, non-profit schools. Responses from pro-
prietary schools constituted about 25 percent of the total. Responses from
public vocational schools were high in number, but these schools were less in-
volved in loan programs, understandably, because of their minimal attendance
costs.

The greatest degree of involvement in loan activities is reported by the pro-
prietary schools: 69 percent of the respondents maintain regular student loan
contacts, and 93 percent of these have one or more banks to which they can recom-
mend students seeking loans. These figures compare with 25 percent of the public
and 15 percent of the private, non-profit schools that maintain regular student
loan contacts, Fifty-seven percent of the proprietary schools recommend the
amount of the loan to the bank "in most cases,' and 90 percent reported their
recommendaticn was followed by the bank '"in most cases.'" Eighty-nine percent of
the private, non-profit schoois and 70 percent of the public schools made no
recommendations on the amount of loan to the lenders.

There is more agreement that the school should specify to the lender the maximum
amount of the loan if the student has financial need., Fifty-eight percent of the
proprietary schools and fifty-nine percent of the public schools answered “yes,
definitely" or '"yes, probably,' and 33 percent of the private, non-profit schools
were in accord, There is even more agreement that the $1,000 annual ioan 1imit

is "about right'": 70 percent of public, 72 percent of proprietary, and 75 percent
of private, non-profit schools. Students who had "considerable troubie’ in
getting guaranteed loans were par:-time students, 27 percent of the proprictary
schools reported. Twenty-three percent of the same schools said that students who
were not known at the bank had considerable trouble; 33 percent of the pubiic
schools agreed.

Proposed Merger with the Loan Program

unger tae n 8: er caucation Act o 700

Legislation is pending to merge the insured loan program under the Higher Educa-
tion Act with the loan program under the Vocational Student Loan Insurance Act.
This would make administration much more simple. Among the benefits would be
consolidation of record keeping for lenders, guarantee agencies, and the Federal
Government; a single bii.ing by the lender for the interest subsidy; and more
uniform operational procedures,

Amendments affecting the merger have been commendably drawn to preserve those
features of each loan program which are uniquely adapted to the segment it
serves,
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It is the conclusion of the study staff and the consensus of the Advisory Committee
that the advantages of combining the two programs outweigh any disadvantages. It
is recognized that there are procedural problems still to be solved in the oper-
ation of the Vocational Student Loan Program, but these must and will be resolved
whether the programs are combined or kept separate, and the merging will not work
to the detriment of their solution.

It _is recommended that the proposed merger of the Vocational Student Loan In-

surance Act of 1065 with iitle 1V, rart of the H er cducation Act of 1965 -«
Federal §tate. and Private rrograms of Low-Interest Insured Loans to students
z h d 1 be enac.ed,

in Institutions o ng er Education «=
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IX. THE REVOLVING FUND

FOR THE FINANCING OF FEDERAL LOANS

The Federal Government is seeking to use as much private credit as possible
for financing student loan programs. One of the procedures for tapping
private credit developed by the government is the Revolving Fund, adopted
for both the Health Professions and Nursing Student Loan programs, effective
in 1967-68.

Last year legislation was propose’ to make this procedure available for the
funding of part of the National Defense Student Loan Program It was not
enacted in 1966 and was reintroduced in 1967. : »

The revolving Fund procedure is brought into being by an initial appropriation
by Congress which provides its capital. The college, university, or professional
or nursing school borrows from the Revolving Fund monies for loans to its
students. Their notes, representing these borrowings, are eligible for
inclusion in the "pool" against which the Federal National Mortgage Association
(FN\MA) is authorized to issue participation certificates. The proceeds of

the sale of these certificates are used to reimburse the Revolving Fund.

The institution makes the loans, administers them, and uses the repayments
from the students to pay off its original note. The student pays no interest
during his period of study and pays the "going federal rate" (in the case of
Health Professions and Nursing Loans) during the repayment period. Interest
on the institution's note is paid out of the Revolving Fund. Principal and

interest payments on student loans are paid into the Fund. Defaults in repay-
ment of principal are borne 90 percent by the Revolving Fund and ten percent
by the institution. "

The pros and cons of the Revolving Fund procedure are:

1. The Federal Government makes use of private credit instead of
direct Congressional appropriation.

2. Under the plan, an institution does not need to put up ten percent
matching funds (although the institution is still liable for ten
percent of defaults of principal).

3. Assuming timely financing by FNMA, funds are made available to
institutions much earlier than by annual Congressional appro-
priation; hence institutions can make timely commitments to
their students.

4. More funds may possibly be made available than by direct Congres-
sional appropriation.

5. The procedure is more cumbersome for the institution; it calls
for periodic repayments and separate bookkeeping. Some public
institutions do not have the authority to borrow, so they cannot
at present avail themselves of the procedure. Some institutions
are willing to pledge the students' loans against their borrowing
but are reluctant to pledge the full faith and credit of their

institutions.
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Schools participating in the Health Professions or Nursing Student Loan programs
may, at their option, secure loan funds either through the Revolving Fund
procedure or by matching the Federal Capital Contribution, or both. 1In this
first year of its operation (fiscal year 1968) actual borrowings by the insti-
tutions of §16 million have already exhausted amounts appropriated for the
Revolving Fund. Of the total of 641 schools participating this fiscal year

in the Nursing Student iLoan Program, 252 (39 percent) have elected Revolving
Fund procedure, and 22 of these also used Federal Capital Contributions. Of
the 217 Health Professions schools participating in the program this year,

87 (40 percent) are under the Revolving Fund procedure, and five of these will
also use Federal Capital Contributions. The estimate is that in each category,
Nursing and Health Professions, the Revolving Fund participants are divided
approximately equally between private and public institutions.

The staff of this study believes that the Revolving Fund should be developed
into a completely feasible and acceptable tool, not only for use with the
Health Professions and Nursing Student Loan programs but also for the National
Defense Student Loan Program. It has not made a comprehensive review of the
strengths and weaknesses of the Revolving Fund as a new procedure for student
loan financing. Nor has it gathered together college and university officials
to determine the acceptability of this procedure to their institutions and to
determine what improvements, if any, can be suggested. It is recommended that
the U.S. Office of Education sponsor regional meetings of college and university
officials for these purposes.

' This recommendation stems from the belief that the demand for student loans
will continue to increase substantially in the foreseeable future and that
probably no one procedure will fill all the needs. Several sources should be
made fully operable. Even with the Guaranteed Loan Program providing addi-
tional funds on an increasingly larger scale, the institutions of higher
education, health professions, and nursing should have loan funds in hand
during the foreseeable future over which they have control -- funds upon which
they can depend so that they may make firm commitments to students.

Direct federal appropriations and the Revolving Fund can supply that need for
reliable funds in hand. To ease the strain of direct federal appropriations
and to further the government's policy of maximizing the use of private credit
for the financing of student loan programs, it is essential that the Revolving
Fund be developed into a completely feasible and acceptable tool. For these
reasons it. is recommended that the U.S. Office of Education sponsor regional
meetings of college and university officials to determine what additional
factors, if any, should be considered and developed to make the Revolving Fund
acceptably operable for all three loan progranms.
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X. UNIFORMITY OF PROVISIONS IN LOAN PROGRAMS

This chapter is devoted to ten provisions which are written into only one or
more of the loan programs but which, it would seem, should be uniform for
most or all of the loan programs. The programs are all directed to a common
goal of student aid. Therefore, it should be expected that a provision
which is reasonable and desirable for one loan program should be made a pro-
vision of other loan programs, unless there is a reason for not doing so.

A. MAXIMUM AMOUNT OF LOANS

Increasing concern about the size of the debts being incurred by college
students has been expressed by educators, bankers, parents, students, and
members of the Congress. The Advisory Committee appreciated the dilemma of

trying to set maximums in an area which is unknown and where obvious factors

such as potential earnings, career plans and other financial obligations

vary so widely. The Advisory Committee agreed that it would be helpful to
have an economic and social analysis made of the impact of borrowing, including
a determination of what might be considered reasonable maximum student indebted-
ness. In Chapter IV it was mentioned that there will be an addendum to this
report covering a pilot study of the attitudes of stude?I)borrowers which may
be helpful to the consideration of a large-scale study.

It may be expected in the day-to-day operations of the loan programs that
officers of colleges and of lending institutions will continue to exercise
good judgment in setting limits on the borrowing of individual students with
whom they are counselling. The average loans made so far and the cumulative
loan totals would suggest that very few students are approaching the maximum
limits permitted by law. Average loans to students are increasing in amount,
however, as loans become more necessary to finance higher education. Also,
students are more mobile and often transfer to other institutions. It becomes
more important, therefore, for the government to set reasonable, realistic
limits for borrowing.

The present maximum amounts of borrowing under the several loan programs for
an academic year or equivalent and for an entire period of study are listed in
Table 26.

Table 26
SPECIFIED MAXIMUM AMOUNTS OF BORROWING
Total
Undergraduate Graduate allowable

Loan Program Annual Total Annual for all study
National Defense $1,000 $5,000 $2,500 $10,000
Guaranteed Loans )

Higher Education 1,500(2)  5,000(1) 1,500(2) 7,5001)

Vocational 1,0001) 2 000(1) - 2,000 (1)
Health Professions - - 2,500 No limit
Nursing 1,000 No limit 1,000 No limit
Cuban ’ 1,000 5,000 2,500 10,000

(1) Limit of direct federal insurance program, but optional with state plans.
(2) Limit may range from $1,000 to $1,500 at the option of state plans.

(1) The results of the pilot study on the impact of borrowing on students have
been appended as Chapter XII of this report.
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Undergraduate Study

As shown in Table 26, the maximum loan to an undergraduate in any academic
year is $1,000 in all programs -- except that up to $1,500 may be provided
at the option of state plans under the Guaranteed Loan Program (GLP) for
higher education. The maximum total borrowing for an undergraduate under
the National Defense, GLP for higher education, and Cuban loan programs is
$5,000. No total limitation is specified under the Nursing program. The
Vocational loan program has an annual limit of $1,000 and a total limit of
$2,000. No limitation has been imposed on total borrowings by a student
from any combination of loans under these programs.

The study's questionnaires asked opinions as to the maximum amount an under-
graduate should be allowed to borrow from all sources (excluding temporary
short-term loans) by the end of four years of college. Interestingly enough,
the institutions of higher education and the lending institutions disagreed
only in the extremes: 61 percent of the college. respondents and 59 percent of
the lenders said that the $4,000 or $5,000 maximum was desirable. Institutions
of higher education supported a maximum at $3,000 or less to the extent of

27 percent; the lenders, only ten percent. The situation was reversed, of
course, at a maximum of $6,000 or more: only 12 percent of colleges expressed
that opinion, while the lenders voiced a strong 31 percent.

Opinions on Maximum Borrowing for Undergraduates

Institutions of

‘ Higher Education Lenders
$3,000 or less 27% 10%
4,000 37 31
5,000 24 28
6,000 or more 12 .31

During the course of this study, the staff has been impressed by the need for
an increase in the maximum amount that an undergraduate student may borrow
during the course of a given academic year. It recommended, therefore, that
this maximum be increased to $1,500 in order to provide the financial aid
officer with the flexibility to award a larger loan to students who encounter
unexpected expenses during a particular year of college study. The Advisory
Committee took this under consideration and arrived at a strong consensus in
favor of the increase. The committee also suggested some increase in the
maximum allowable for all undergraduate study.

The nursing schools were questioned about the maximum amount per year for the
undergraduate (there is no limit set for total undergraduate nursing study).

The answers were supposed to be a net amount after potential cancellation of

50 percent for nursing service. However, it seems probable that an indeter-
minate number of the answers apparently disregarded the cancellation feature.
With this qualification, the opinions as expressed are shown below.

Opinions from Nursing Schools on
Maximum Loan per Year for Undergraduates

’ ' $ 750 or less 19%
1,000 43
1,250 - 1,500 24
2,000 or more 14
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. The vocational schools were also questioned about the maximum limits. They
replied as follows.

_ Private
Proprietary Non-Profit Public

The $1,000 yearly limit is:

Too low 28% 19% 20%

About right 72 75 70

Too high 0 6 10
The $2,000 total limit is:

Too low 13 27 16

About right 74 53 62

Too high 13 20 22

At the present time, by borrowing under two federal programs, the undergraduate
may borrow $2,500 in any academic year and $10,000 during his entire under-
graduate study. In line with our previous recommendations that the Guaranteed
Loan Program require financial need as a criterion and that the colleges play
the role of recommending the amount of the loan -- in other words, that the
GLP be considered as a part of the packaging of aid done by the college officer --
it is believed that there should be set for the undergraduate who borrows under
more than one federal loan program the same borrowing limit of $1,500 per year
and §5,000 over the entire undergraduate period as is recommended for an

‘ individual loan program. '

This study's recommendations on undergraduate borrowing are as follows.

1. The vocational school limits of $1,000 per year and $2,000 in
the aggregate should be continued as is.

2. The annual maximum should be set at $1,500. This amount is
now permissible at the option of state plans under the Guaranteed
Loan Program, but it means an increase from $1,000 for the
National Defense, Nursing, and Cuban programs.

3. The total maximum for the undergraduate should be continued at
$5,000 under the National Defense, Guaranteed Loan, and Cuban
programs and should be set at that figure for the Nursing

program, in which no limit presently exists.

4. There should be a new kind of limit set for an undergraduate
who borrows under more than one federal or federally-assisted
loan program. 1nis limit should be same as proposed under
each of the individual loan programs: $1,500 per year and $§5,000
in the aggregate.
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Graduate Study

As shown in Table 26,the maximum loan for graduate study in any academic year
ranges from $1,000 in Nursing and $1,500 in the GLP for higher education to
$2,500 in the National Defense, Health Professions, and Cuban programs. The
maximum total for a graduate student (including undergraduate study) is §7,500
under the GLP for higher education and $10,000 for the National Defense and
Cuban programs. No total limitation is specified under the Health Professions
and Nursing programs.

The stud ''s questionnaires asked opinions as to the maximum amount a graduate
student should be allowed to borrow from all sources by the time he reaches the
Ph.D. or Law degree level (excluding temporary short-term loans, but including
undergraduate loans). The responses are shown below.

Opinions on Graduate and Total Borrowing Limits

Institutions of Health
Higher Education Lenders Professions
$ 6,000 or less 37% 23% 15%
7,500 33 41 11
10,000 24 25 51
© 12,000 or more 6 11 23

The institutions of higher education and the lenders held somewhat similar
opinions on a total limit for all borrowing at $7,500 or less: 70 percent
in the case of the former and 64 percent of the latter. Half of the health
professions respondents favored the $10,000 maximum, and the other half was
rather evenly divided between "$7,500 or less" and "$12,000 or more."

In line with the belief that the annual limit should be set at §$1,500 for all
undergraduates, this study believes that the annual limit of $2,500 for graduate
study now provided in the National Defense, Health Professions, and Cuban
programs should be extended to the Guaranteed Loan Program (now $1,500) and
Nursing (now $1,000). Also, the total borrowing limit of $10,000 now provided
in the National Defense and Cuban programs should be extended to the Guaranteed
Loan Program (now $7,500) and to the Health Professions and Nursing programs,

~ both of which have no specified limits.

The above statement on setting a limit of $10,000 does not coincide with the
majority opinion of the universities and lenders, who favored $7,500 or less.
The $10,000 would seem to be more in line, however, with the undergraduate
limitation of $5,000 and the allowance of $2,500 per year for graduate study.
Moreover, the $10,000 limit would seem to be a necessity for those who must
undergo a long period of training but who may therefore expect substantial
earnings. Among the Health Professions respondents, ‘51 percent favored
$10,000; 23 percent, $12,000 or more. This might well be true also of
lawyers, physicists, chemists, and others in relatively higher-income careers.
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It was mentioned cariicy in ilias ~vviion that an undergraduate may borrow
rather large sums by borrow:ng under two federal programs. In the same
wav, a graduate student mav uossibiv porrow $4,000 in a vear and $17,500
through a combination ot the Mativnal lefense and Guarvanteed Loan programs.
In fact, a medical student who used all programs open to him to the maxamum
could accumulate a total ot $22.500 in indebtedness during his eight years
of study (85,000 National Defensc: $7,500 GLP; and $10,000 Health Profes-
sions). In the interest ¢f fairness and to protect the government's loan
funds, it is believed that a graduate student borrowing under more than one
federal loan program should bec subiect to the same limits proposed for each
of the individual federal programs: $2,500 per year and $10,000 total
allowable for all study, inciuding undergraduate work.

This study's recommendations on graduate and total borrowing are as follows.

1. The annuai borrowing maximum should be continued at $2,500 under
the National Defense, liealth Professions, and Cuban programs and
should be extended tc the GLP (now $1,500) and Nursing program
(now $1,000}.

2. The tctol borrowing for all undergraduate, graduate, and profes-
sional study should be continued at $10,000 for the National
Defense and Cuban programs and should be extended to the GLP
(now $7,500) and t~ the Health Professions and Nurszng programs,
both of which have no specified limits.

3. There should be a new kind of limi¢ set for a graduate student
who borrows under more than one federal or federally-assisted
loan program. This limat should be the same as proposed
under each of the individual loan programs: $2,500 per year
and $10,000 in the aggregate.

In addition to the previous recommendations covering undergraduates and the

- above concerning graduate and toral indebtedness, it i5 recommended that an
economic, educational and social analysis of the impact of borrowing be under-
taken by the institutions of higher education and their asscciations, with the
assistance of the U.S. Offic. of Education, to determine what might be con-
sidered reasonable maximum student indebtedness. It is hoped that the pilot
study under this contract of the attitudes of student borrowers may help to
determine the direction and scope of a large-scale study.

B. AVAILABILITY TO HAL¥-TIME STUDUNTS

At present, students pursuing studies at least half time in an approved program
are eligible for National Defense Loans and for Guaranteed Loans in the case of
direct federal insurance and, optionally, under the state plans of the GLP.

The other three loan programs -- Health Professions, Nursing, and Cuban -- are
restricted to full-time students.

Some nursing students, particularly those who receive their basic nursing
education in diploma or associate degree programs are unable to attend college
full time for their advanced training. Loans for half-time study could serve
to stimulate nurses to pursue baccalaureate and graduate degrees.
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There seems to be some good reason for giving aid, and no good reason for

.denying it, in the form of loans to bona fide half-time students. It is

therefore recommended that they be made eligible under the Health Professions,
Nursing, and Cuban programs, with proportionately lower annual limits of

borrowing.

C. INTEREST PAYMENT DURING PAY-OUT PERIOD

After completion of study, a student pays interest of three percent on the
unpaid principal of his loans under all federal programs except Health Profes-
sions and Nursing. In the latter two programs, the student pays the 'going
federal rate' at the time his first loan is made. The '"going federal rate,"
established annually by the United States treasurer at the beginning of each
new fiscal year, was 4 1/4 percent in fiscal years 1965 and 1966, 4 5/8 percent
in fiscal year 1967, and 4 3/4 percent in fiscal year 1968.

Not only i- this arrangement impractical -- the institutions will be dealing

with three, six, or nine different interest rates to figure on loans in the
repayment stage -- btut it is also fundamentally inequitable. It is indefensible
to charge a lawyer, chemist, or graduate physicist three percent and a registered
nurse 4 5/8 percent. Therefore, it is recommended that the students' interest
payments during pay-out period be made uniform for all federal programs.

D. REMOVAL OF INTEREST SUBSIDY DURING PAY-OUT PERIOD

During the course of the study more than a dozen group discussions included the
question of federal subsidization of interest on loans. There were some who
felt that the government had gone toc far in subsidization. The same ones and
others pointed out that before the introduction of the Guaranteed Loan Program
their state plans bore interest. In at least a half-dozen of the group
discussions there was a strong feeling that requiring a student to pay full
interest during the pay-out period would help the federal loan programs in at
least two respects: (1) it would remove some of the aura of a ''federal hand-
out" program and make the student more appreciative of the obligation, and (2)
it would act as an incentive for more prompt repayment instead of being among
the last of the debts to be repaid; promptness, in turn, would increase loan
funds available and lessen delinquency and perhaps default in repayment.

Removing the three percent interest subsidy during pay-out period would save
the Federal Government about $11 million in 1970 and $56 million in 1973 under
the Guaranteed Loan projections shown in Table 5 in Chapter Iv. The other
loan programs would probably account for another $30 million in additional
interest received from students in 1973 -- altogether, a "savings" of $80 to
$90 million in 1973.

Requiring a student to pay six percent interest instead of three percent during
the pay-out period would mean an additional cost to the student of about eight
percent of total indebtedness spread over a five-year repayment period (quar-
terly payments) and 15 percent spread over the maximum ten-year repayment period.
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As a secondary benefit of removing the three percent interest subsidy, the
administrative difficulties of the lending institutions under the Guaranteed
Loan Program would lessen. This would relieve lenders of billing both the
government and the student for three percent each, during the pay-out period.

On the other hand, it was argued that since most of these loans are made to
students from lower-income families on the basis of financial need, the
imposition of a higher interest would add unduly to their burden even though
they might be gainfully employed. It was pointed out that there is a
correlation between students from low-income families and low-income wage
earners.

In the Advisory Committee and other group discussions there was no clear con-
sensus on this question. No straw votes were taken. If the staff hazarded
an opinion, it would be that something more than a simple majority of all of
the groups would not object to the removal of the interest subsidy during the
pay-out period. However, there was not a sufficiently strong case made to
~arrant recommending the removal of the subsidy. The discussion is offered
here for possibie further consideration in the future.

E.  DEFERMENT OF REPAYMENTS

Provisions for deferment of repayment of principal and interest vary rather
widely and are without consistency in the several loan programs. The Advisory
Committee, in considering this matter, felt generally that the problem of defer-
ment should be considered as a whole for all federal loan programs because of
the large number of borrowers affected. Their consensus was that the deferments
should be continued for all the federal loan programs and should remain optional
under the state plans. It is recommended that in general the deferment
provisions of the National Defense Student Loan Program (NDSLP) be extended to
the other programs, except for one provision. Specifically, this would mean:

1. In the case of a student pursuing less than half-time study, the NDSLP
permits deferment of repayment of principal at the option of the len-
ding institution, but the student pays three percent interest. The
study staff beiieves this is but one more complicating factor
in a program already over-generous with deferments, and recom-
mends that it not be extended to other loan programs and that it
be removed from the NDSLP.

2. The NDSLP and the Cuban Refugee Loan Program defer repayment of
principal and do not charge interest for any period not in excess
of three years during which a borrower is on active duty in a
military service, in the service as a volunteer in the Peace
Corps, or in service as a volunteer under Section 603 of the
Economic Opportunity Act of 1964 (VISTA).

a. It is recommended that this provision be extended to the
Nursing Student Loan Program.

b. It is recommended that deferment for service in VISTA be
estended to the Health Professions Loan Program. (Health
Professions program presently defers for uniformed service
and for Peace Corps.)
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c. The above provision is now available under direct federal
insurance of the Guaranteed Loan Program (for institutions
of higher education and the Vocational Loan Program) and
optional with the state plans of the GLP, but interest of
three percent starts accruing after the grace period.

It is recommended that the GLP not charge interest to the
student during the deferment of principal repayment.

The NDSLP and GLP for higher education (not Vocational) defer
repayment of principal and interest for the borrower pursuing
half-time study. Earlier it has been recommended that half-
time students be made eligible under the Health Professions,
Nursing, and Cuban loan programs. Whether this recommendation
is adopted or not, it is recommended that half-time study be
accepted as reason for deferment of principal and interest in
these three loan programs.

Pursuing full-time study is accepted as a reason for deferment
or repayment in five of the programs, but not in the Vocational
Student Loan Program. It is recommended that this discrimina-
tion against the Vocational Student Loan borrower be removed.

The GLP for both higher education and vocational students (optional
for state plans) permits deferment of principal, but with interest
accruing, for the borrower who pursues full-time study outside

the United States. It is recommended that in these cases the
student not pay interest during deferment and that, further,
full-time study be defined under all the loan programs as including
study under approved programs inside and outside of the country.

The Health Professions Student Loan Program does not provide for
deferment for internship or residency and permits instead a grace
period of three years after completion of formal study. These
provisions fail to take into consideration that internship and
residency take from two to five or more years, and that some
students withdraw from formal study.

a. It is being recommended below that the long grace period
for Health Professions Student Loans be modified and put
on the same basis as other loan programs.

b. It is recommended here that internship and residency be
considered as full-time training and study and made eligible
for deferment of repayment,

The Health Professions program defers repayment for service in
other uniformed services, such as the Public Health Service and
the Coast and Geodetic Survey. It would seem desirable to
extend this deferment to all the other loan programs.
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‘ F. REPAYMENT AND GRACE PERIODS

Sixty percent of the lending institution respondents to a questionnaire stated
that the ten-year repayment pericd was excessive. The savings banks, savings
and loan associations, and credit unions were divided in their opinion: a
majority of them believed that the ten-year period was not excessive. However,
72 percent of the large commercial banks and 64 percent of the small commercial
banks thought it was excessive. The rather recent introduction of minimum
monthly payments has in effect reduced the repayment period for smaller loans.
The Advisory Committee agreed generally that the payment periods seemed

reasonable.

The grace period before the repayment period starts varies as follows.

National Defense Student Loan Program 9 months
Guaranteed Loan Program (Institutions

of Higher Education and Vocational) 9-12 months
Nursing Student Loan Program and Cuban

Refugee Loan Program 12 months
Health Professions Student Loan Program 3 years

The lending institutions were rather evenly divided on the question of a ten-
month grace period. Fifty-two percent did not think it excessive, and 46 per-
cent (including 60 percent of large commercial banks) did think it excessive.

It has bteren argued that a long grace period is not necessary. A grace period

‘ is an cxtension of time during which no interest is charged and in which no
repayments are required. It does not mean that a payment of principal is
immediately recuired. It sets the time at which interest begins to accrue
and vefore which definite arrangements “or payment of principal and interest
must be established.

The Advisory Committee agreed in general with those of the banking community
who stated that a grace period of nine to ten months was excessive. Some of
the bankers felt that there was a direct relationship between the length of the
period before the first payment is due and the rate of delinquency. Other
points made at the Advisory Committee meeting were that a longer grace period
could add to the difficulty in locating students and would further delay the
turn-over of loan funds already committed for long periods of time through
deferments and generous repayment provisions.

It has been pointed out in the previous section that the three-year grace
period in the Health Professions program did not take into consideration that
internship and residency take from two to five or more years, and that some
students withdraw from formal study and should not have a lengthy grace period.
It.was recommended that internship and residency should be handled as regular
deferments. This would permit the grace period for Health Professions to be
the same as the other loan programs.

After general agreement on the desirability of reducing the grace period, con-
sideration was given to a three-month grace period. It was realized, however,

‘ that this would cause the initial billing workload to conflict with the fall
registration and enrollment period.

For all of these reasons, the study staff recommends that the grace period be
shortened to four months for all federal loan programs.
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‘ G. REIMBURSEMENT FOR ADMINISTRATIVE EXPENSES

At present the National Defense Student Loan Program is the only loan program
which reimburses the institution for scme of the administrative expenses incurred
in record keeping, reporting, collection of principal and interest, and the

general administration of the loan fund. It is recommended that provision be
made for similar reimbursement to the institutions participating in the Health
Professions and Nursing loan prozrams.  This recommendation is not extended,

however, to the Cuban Refuge: .can Program, as long as the U.S. Office of
Education does the record keeping and collection of principal and interest on
these loans.

At a meeting of the Advisory Committee, discussion of administrative expense
reimbursement was extended to the Guaranteed Loan Program. It was pointed out
that the expansion of the program was causing, and would continue to cause,
increased .wilege activity and expense. Furthermore, if the recommendations

of this report are adopted, financiat «.ed will become the criterion of eligi-
bility for a Guaranteed Loan, and the colleges will become more closely involved
as responsible for recommending a loan and its amount -- and college administra-
tive costs will increase accordingly. The Advisory Committee reached a
consensus that this matter shculd be referred to in this report as an upcoming
problem, but without any recommendation as to reimbursement formula at this time.

The subjezt . ¢ reimbursement for administrative expenses is further discussed
: under the subject of collection of loans in Chapter IV. It is recommended
. there that the formula for reimbursement to institutions be changed and that an
Tncéntive reimburs: ment procedure be established in an attempt to improve

delinquency and dciault rates.

H.  CANCELLATION 2EC/USE OF DEATH OR DISABILITY

Uinder the National Defense, Health Professions, and Nursing loan programs, the
Federal Govornment puts up 90 percent of the loan funds; and the institution,
ren percent. All three programs provide for cancellation of the debt ia the
case of death or permanent and total disability. In the case of the Heaith
Professicns and Nursing programs, however, the institution is reimbursed for
its ten percent share in the case of cancellation for these two reasons. But
not so under National Defense Student Loan Program; the institution bears its
ten percent of the cancellation for these two reasons. Inasmuch as the loan
funds are considered a partnership between the government and the institutionms,
it is recommended that the provision under Health Professions and Nursing loan
programs for Teimbursing the institutional share of such cancellations be
discontinued.

J.  CANCELLATION BECAUSE OF BANKRUPTCY

At present, only the National Defense Student Loan Program recognizes bank-
ruptcy as a reason for cancellation of loans. Inasmuch as this is a valid
reason for cancellation, it is recommended that it be extended to the other

» federal loan programs and that the institutions : absorb their proportionate
share of the cancellation loss as in the case of the NDSLP.
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' K.  LATE PAYMENT CHARGES

The optional provision of assessing late payment charges against student borrowers
is included only under the National Defense Student Loan Program. Because every
reasonable means of encouraging prompt payment on the part of student borrowers
should be made available to institutions, it is recommended that this option be
extended to the Health Professions and Nursing loan programs.




XI. CENTRAL ADMINISTRATION OF ALL FEDERAL LOAN PROGRAMS

At the present time, four of the federal loan programs are administered by the
Division of Student Financial Aid, Bureau of Higher Education, United States
Office of Edugation. These are the National Defense, Guaranteed, Vocational,

and Cuban loan~programs. The other two federal loan programs, Health Professions
and Nur ing, are administered by the Division of Health Manpower Educational
Services, Public Health Service.

The staff of this study has attempted to identify and assess the advantdges and
disadvantages of centrally administering all six federal loan programs in order
to determine whether the advantages outweigh the disadvantages.

On the one hand it may be said that the present system of divided administration
should be continued for the following reasons.

1, The Public Health Service (PHS) deals with medical, dental, and
nursing schools on several different fronts, such as facilities,
training, and scholarships, as well as loans. Its familiarity
with the entire picture facilitates an inter-relationship of the
various programs that is beneficial both to participating schools
and federal program objectives,

2, Health Professions and Nursing education are specialized fields
with somewhat different needs and requirements., The medical,
dental, and nursing schools frequently have identities almost
separate from the universities of which they are a part, Hence,
it might be said that in many cases, specialists in the PHS are
dealing with specialists in the schools -- a factor that could
make for more understanding and better working relationships in
these specialized fields,

3. Present operation of this loan (and grant) program as a branch
of the PHS Division of Health Manpower Educational Services .
furthers the close organizational liaison necessary to balance
need and recruitment of manpower in these professions,

4. Congressional appropriations for funding the HPSL and NSL
programs are probably more readily available under the present
procedure of submitting these budget items separate and dis-
tinct from those for programs administered by the USOE. In its
discussion of the pros and cons of this subject the Advisory
Committee of this study dwelt on the importance of continued
separation of the programs if it seems this is necessary to
ensure adequate funding,

5. The special consultant on Health Professions to the College
Entrance Examination Board presented his findings and recommen-
dations to representatives of 98 percent of the medical schools
at the annual meeting of the Association of American Medical
Colleges in the fall of 1967, The Committee on Financial Aid
for the American Medical Schools reviewed the report and unani-
mously approved the following motion:
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""The Committee recommends that the Group on Student

. Affairs of the AAMC support a position of a separate
Health Professions Financial Aid Program not consoli-
dated with other federally sponsored financial aid
programs for students.,"

On the other hand it may be said that the six federal loan programs should be
administered centrally for the following reasons,

1, Operation by one agency would simplify the procedural problems
of educational institutions by providing a single unified contact
for all loan programs and should make for a more efficient fed-
eral administrative structure.

2, It should more readily lead to standardization of provisions in
legislation and regulations, definitions, forms, reports, time-
tables., '

3. It would bring to bear more and greater knowledge and staff ex-
pertise in student financial aid developed over a period of years
in the USOE, It would make available to institutions the exper-
ience and expertise of the USOE staff in the regional offices,

4, The Division of Student Financial Aid, USOE, also administers
the Educational Opportunity Grants and College Work-Study
programs, as well as the four loan programs. Both these programs

' are available to the health professions and nursing schools-

Some splintering has already occurred. A Nursing Opportunity
Grant Program has been established; it is available to nursing
schools if they are not simultaneously using the EOG Program,

5. The Division of Student Financial Aid, USOE, also administers the
Cuban Refugee Loan Program.

Here, again, some splintering has already occurred, The PHS is

administering some Cuban loans in the professional schools, while %
USOE is administering the huge bulk of Cuban loans elsewhere.

Now, two branches of government are in the business of record keeping

and direct collection of loans from Cuban refugees,

6. A potential for further overlapping exists in the allied health
professions field, The Public Health Service is understandably
interested in and concerned with X-ray technicians, dental assis-
tants, occupational therapists, and so forth, Many of these,
however, are starting to receive student financial aid through
the Vocational Loan Program (administered by USOE), inasmuch as
they receive their training through proprietary and non-profit
vocational schools,

7. The previous chapter of this report on "Uniformity of Provisions

in Loan Programs'" identifies several provisions in the Health

. Professions and Nursing loan programs that are unnecessarily
inconsistant with provisions in the other loan programs. These
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cover such provisions as: interest payment during pay-out period;
deferments; repayment provisions; reimbursement for administrative
expenses; cancellation due to death, disability, bankruptcy; and so
on. Central administration could possibly have prevented many, if
not all, of these inconsistencies. This factor assumes some added
importance if the recommendation is accepted to establish maximum
limits of borrowing under all federal loan programs,

8. As to the problem of more adequate funding, which Health Professions
~and Nursing programs presently enjoy, it should be pointed out that
the Cuban Loan Program also enjoys more adequate funding -- even

though it is centrally administered with three other loan programs,

9. It should be mentioned also that the Vocational Student Loan Program
is administered by the Division of Student Financial Aid as a part
of the Bureau of Higher Education, although there is a separate
Bureau of Adult and Vocational Education responsible for all the
other relationships with vocational schools, It is significant that
the Division of Student Financial Aid, responsible for administering
the separate guaranteed loan program for Vocational and higher educa-
tion students, promptly offered appropriate legislative proposals for
merging the two programs,

In the face of these varying opinions, it is the conclusion of the study staff
that the advantages of centralized administration of these loan programs outweigh

the disadvantages. It is recommended, therefore, that the operation of the six
federal loan gréﬁrams be brougﬁt into a singIe administrative agency. 1t is
u

rther recommended that appropriation request for Health Professions and Nursin
loan programs continue to Ee submitted as separate Euaget items Bz the Pubiic _

Héalth Service.




X11. A PILOT STUDY ON THE IMPACT OF STUDENT LoANS (1)

Although there have been no previous studies on the impact of student ioans on
the borrowers themselves after they have graduated from college, there have
been studies of the students' attitudes while in college and of the attitudes
of parents toward loans. Generally parents have been strongly in favor of
loans as a means of helping to defray the cost of college, as demonstrated by
two studies (one by Gallup and one by Educational Testing Service) done in

the early 1960's when loans under the National Defense Student Loan Program
were just beginning to pay a 1a§§e part of the expense of college. At about
the same time, Hall and Cragle did the most comprehensive study of student
loans for the Office of Education when they got completed questionnaires from
30,000 borrowers enrolled in 1,000 colleges. The average student responding
to Hall and Cragie's questionnaire felt that he could safely borrow a total of
only §$2,000. Nine out of ten said that the availability of a student loan
had made it possible for them to start or continue college on a full-time basis.
One-half of the students said their loan had made it possible to reduce the
number of hours that they spent on part-time employment. One-third of the
borrowers got no financial support from their families. Thus it is apparent
that students were generally favorable about their loans at that time but felt
that there was a definite limit to the amount that they should borrow.

In an effort to get some feeling for the impact of loans on students who have
graduated, a smail pilot study was conducted for the College Entrance Examina-
tion Board of 109 students who had borrowed under the NDSLP and had graduated
from seven colleges and universities of various types in the New York metro-
politan area. The institutions participating were Fordham University, Newark
State College, New York City Community College, New York University, Queens
College, Saint Peters Coliege, and Yeshiva University. Students were selected
from the class of 1965, because it was felt that they would have been in
college when the NDSLP was in full swing, and yet they would have been out
long enough to have had experience repaying their loans. Only graduates in
the payout stage who were not delinquent in their payments were sent question=
naires. It was felt that a mail questionnaire to delinquents might interfere
with the college's own collection efforts. It was decided also that any
problems students might have who were repaying their loans on time wouid
probably be even more pronounced among delinquents.

A questionnaire was mailed to 285 men and women and returned by 109 or 37 per-
cent without a follow up. A study was made of the non-respondents by selecting
four at random from each college. In the majority of cases they did not live
at the addresses supplied by the colleges. It may be inferred that the major
reason for non-response was that the questionnaire did not reach approximately
one-third of those to whom it was mailed. There is no reason to suspect that
these borrowers were any different from those who completed the questionnaire.
The fact that so many of the addresses are incorrect is, however, a cause for
concern in the matter of collection. It is hard to collect money from people
who cannot be located.

(1) Report prepared by George Nash and Patricia Nash, Columbia University,
: Bureau of Applied Social Research, February i968.

(2) Hall, Robert C. and Stanton Cragie, Student Borrowers and Their Needs,
Un1ted States Office of Education, Government Printing Office, 1962.
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. No attempt is made here to project significant conclusions from this study of a
hetereogeneous but non-representative small sample. A number of substantial
differences have been noted between men and women borrowers and between those
who borrowed small amounts and those who borrowed large amounts. These are
in the expected direction, and there is every reason to expect that if the
sample had been better and bigger these differences would have been found and
would have been significant. The principal conclusion drawn here is that very
little can be said about what will happen to borrowers who are graduating from
college today with heavy indebtedness.

The median National Defense Student Loan taken by the students in the sample
studied was small: $900. Only eight had borrowed $3,000 or more; the
largest loan was $4,250. However, the 31 percent of the sample who had
borrowed $1,500 or more were much more concerned about repayment than were
those who had borrowed less and regretted that they had borrowed so much.
This suggests that students who borrow more than the $2,000 that Hall and
Cragie found to be the maximum desired may well have problems with repayment.

The borrowers studied were typical in that most came from families with rel-
atively low incomes (68 percent had incomes of less than $10,000) and most had
done fairly well in college (80 percent were in the top half of their graduating
class), Half were men and half were women and their average age was 24. A
surprisingly high 61 percent were married. (It may well be that the students
who could not be located were much less likely to be married.) But it should
be noted that 65 percent of the borrowers were earning $7,500 or more (including
: spouse's earnings). This level of income at age 24 is perhaps surprising.
‘ It must be remembered, however, that academic excellence was a criterion of
the National Defense Student Loan Program for the years affecting the class
of 1965. Also, 58 percent of the borrowers studied had engaged in graduate
studies.

As would be expected from the fact that education is primarily a woman's
occupation and the major field of employment for women college graduates, the
majority of the women (71 percent) expected that a portion of their loan would
be cancelled because they were teachers, while this was a minority phenomenon
with men (43 percent). Most men and women had worked while they were in
college and had lived at home. These facts are typical for students from
large urban areas.

In most cases the loans had had little negative impact: the borrowers expected
to repay them on time and said they would do it again if they were in the same
situation. The questionnaire included a battery of questions asking the
students if the loans had had any effects such as postponing graduate education
or causing them to go to work sooner. The only major effect noted was that

16 percent of the students said that they had postponed some purchases. Most
of the students said that both they and their parents had been in favor of their
borrowing, and 70 percent said that they were satisfied with the amount that
they had borrowed or that they wished they had borrowed more than they did.

There were some differences that seem to be quite important between those who

borrowed large amounts ($1,500 or more) and those who borrowed less. Almost
. half (46 percent) of the large borrowers said that they wished they had

borrowed less, and only 22 percent of those who did borrow less felt this way.
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It is only among the large borrowers that a substantial proportion (2i percent)
are uncertain about whether thevy will have a hard time making repayment.
Similarly, although most students do not feel that it would markedly affect
their financial situation to nay their loans off in five years rather than ten.
this is not the case with 64 nercent of the larese borrowers. Also, it is only
among the large borrowers that there is anv enthusiasm for monthly or auarterly
payments (34 percent favor them) However, the iarger borrowers who hoid these
negative attitudes are primarily those whn do not expect cancellation. This
means that teachers base their attitudes on the amount they will have to repay
and not on what they borrowed.

There are surprisingly few differences between men and women borrowers. cacn

1s equally likely to get or expect help from his or her family in repaying the
loan, although only 11 percent expect any such help. Women are much more likely
than men to get heln from their spouses in renaving their loans (28 percent
compared to 16 percent).

One of the ocuses of this study has been the effect of the cancellation feature
of the NDSLP in recruiting students into the teachinp nrofession. One of the
most interesting findings of this small pilot study is the fact that 9i percent
of the borrowers who expect to receive cancellation because they had gone or
were going into teaching said that the fact that they would not have to pay back
the total amount of their loan had no influence on their decision to go into
teaching, This finding, coupied with the reports of the majority of college
administrators that the canceilation feature does not increase the flow of
teachers, offers strong support that the cancellation feature does not have the
desired effect, However, students who expect canceilation because they planned
to become teachers borrowed more while they were in coilege (35 percent of these
students had taken larger loans, compared to only 26 percent of the otheirsj,
This finding suggests that career choice affects borrowing patterns rather than
the reverse. Students who expect cancellation are willing to borrow more.
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11-4
RESULTS OF PILOT-STUDY QUESTIONNAIRE COMPLETED BY X
109 BORROWERS UNDER THE NATIONAL DEFENSE STUDENT LOAN PROGRAM

All borrowers studied graduated from colleges and universities
in the New York Metropolitan area in the class of 1965, All

‘ were in the process of repaying their lecans at the time they
were studied, and none were delinquent in their payments,

Cross tabulations are listed here only where differences occur,

1, How much did you borrow under the National Defense Student Loan ?rogram?
(In other words, what was the total amount of the note, not including
interest. when your first nayment hecame due?

© Madian total $ 900
Men's median 800
Women's median 1,000
Small loan ($1.499 or less) 69%
Large loan ($1,500 or more) 31%

2, a) Do you expect that any of your loan will be cancelled because you are
or will be teaching?
Yes No
Total 57% 33%
Men 43 57
Women 7129
Small loan 54 46
Large loan 65 35

b) IF YES, did the fact that you would not have to pay back all of your
loan influence your decision to go into teaching?

Men Women Small loan Large loan
‘ Total 3% Yes, definitely 0% 5% 5% 0% '

6 Yes. probably 12 3 2 14
91 No 88 92 93 86
0 I don't know 0 0 0 0

3, How often are you making payments on your NDS Loan?

96% Yearly 0% Semi-monthiy
3 Quarterly 1 Monthly

4, How frequently would you prefer to make payments?
Total Small loan Large loan Total Small loan Large loan
76% Yearly 6% 66% 2% Semi-monthly 7%
12 Quarterly 17 10 10 Monthly 7 17
5. How much time would you prefer to have to repay your loan?
80% The present amount (10 years)
8 More time
12 Less time
6. Do you expect that you will have any trouble repaying your loan?

Yes No Hard to sa
. Total % 7% o%

Small loan 2 9 5
Large loan 6 73 21
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8.

10,

11,

12,

Which of the following did you do for at least one year while you were
in college?

' Yes No
a) Hold a summer job . . . . « ¢ . < « < . . 87% %
b) Hold a job during the tetm , . ., , . ., . 64 36
c¢) Have a scholarshipor grant ., , , . . ., . 48 52
d) Receive some financial help from your
parents or family . . ., ., . ., . « « « o + 63 37
e) Liveathome. . . . . » ¢ : ¢« ¢« v 0 o o « 74 26

What was your family‘s approximate gross income while you were in
college?

14% Less than $5,000 17% $10,000 - 14,999
30 $5,000 - 7,499 5 15,000 or more
24 7,500 -~ 9,999 10 I don't know

what will your gross income be this year (or the total income
of you and your spouse if you are married)?

12% Less than $5,000 24% $10,000 - 14,999
23 $5,000 - 7,499 16 15,000 or more
25 7,500 - 9,999 '

What is your level of education?

% Less than two years of college

Two years of college

More than two years but less than four years
35 College graduate
58 More than college

& o

Will you receive (or have you received) any help in repaying
your National Defense Student Loan from: (% saying yes)
Small Large
Total Men Women loan loan
a) your parents . , . ., . . . 11% 11% 12%
b) your spouse , , : . o o « 21 16 28 18 30
c) parents of your spouse . . 0
d) other family . . . . « . . 0
e) a friend . . . 0
f) other. . . . . 0

< 1 ¢ L

OO0
[~ NN -~N-]
[= - = =]
OO0

When you made your first National Defense Student Loan while you were in
school: (% saying no)
Small Large

Total Men Vomen loan loan
a) Were you in favor of the

loane 9 4 ¢ 3 © v o 8 ¢ 8 8* 13% 4% 12% 0% M
b) Were your parents in favor
of the loan , . . . . . . 10 6 14 11 6
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13, Looking back on the National Defense Student Loans you took while you
were in school would you have preferred:

Total Small loan large loan
0% to have borrowed less 22% 45%
30 to have borrowed more 32 27
40 to have borrowed the amount
you did 44. 27

14, What other forms of long-time indebtedness do you (or you and
' your spouse) now have?

Total
38% Auto 5% Other student indebtedness
15 House from my spouse's education

11 Home furnishings
19 Other student indebted- 21 Other indebtedness
ness from my education

15, Did your student loan have any of the following effects:

Yes No
a) Postponing graduate education . . ¢ ¢ ¢ & =3% 7%
‘b) Going to work sooner s 0 0 € 0 06 0 o o @ 7 93
‘ Q“"ﬁw ¢ c) Postponing mﬂrriase s 5 0 o e o 0 0 0o 0 ¢ 2 08
d) Postponing getting your own apartment , . 2 98
e) Postponing purchase of a house. + + ¢« o o« 3 97
f) Postponing other purchases. . . . +« « « « 16 84
IF MARRIED
g) Caused your wife towork., , . , « o + ¢+ ¢ 3 97
h) Postponed children, - - ¢ ¢« ¢ « ¢ ¢ » o ¢« 5 95
i) Other ¢ [ ] [ L] L] 9 [ [ ] [ L[] [ ] L[] [ ] L[] L[] L[] ¢ ] o 100

16, Would it affect your financial situation markedly if you had
to repay your NDS Loan in 5 years rather than 10?

Yes No
Total 3% 6o%
Small loan 21 79
Large loan 64 36

17, In what quarter of your college graduating'cllss did you rank?

44% Top quarter 16% 3rd quarter
36 2nd quarter 4 Bottom quarter

18, Sex: 50% Male 50% Male

‘ 19, Average age: 24 years




20, Marital status:

37% Single
61 Married
2 Other

21, a) 1IF YOU ARE MARRIED, does your spouse have a National Defense
Student Loan?

10% Yes 90% No
22, In what year did you first enter college?

60% entered in 1961

NON-RESPONDENT FOLLOW UP

Didn't Reached,
Wrong address Parents answer had gotten

Number of or no phone in there, phone or but
. non-respond- that surname at student unlisted hadn't
ents sampled that address moved phone answered
College A 5 1 1 2 1
College B 4 3 T o 0 1
College C 4 2 0 1 1
College D 4 1 1 2 0
College E 4 0 1 1
College F 4 2 2 0 0
College G 4 2 1 1 0
Total 29 45% 17% 24% 14%
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TASK STATEMENT FOR THE STUDY OF FEDERAL LOAN PROGRAMS

Federal Policy on Student Loans

1. The Federal Government, as a matter of public policy, has fostered
student loans as a principal means of providing assistance to needy
students, and is now extending benefits of loans to students from
middle-income families not previously eligible so that additional
students will attend college.

2. The federal policy is to minimize direct loans financed from the
Federal Treasury, and maximize loans through private financial sources
assisted by federal credit such as guarantees and subsidized as to
interest rate in order to keep the cost to the student low, and minimize
the difference in cost to the student between a direct federal loan and
guaranteed loan.

3. The Federal Government has provided for student loans under:

(a) P.L. 85-864, Title II of the National Defense Education Act
of 1958 - the NDEA Student Loan Program;

(b) P.L. 88-129, Title III, Part C, of the Public Health Service
Act, as amended - the Health Professions Student Loan Program; .

(c) P.L. 88-581, Title VIII, Part B, of the Public Health Service
Act, as amended - the Nursing Student Loan Program;

(d) P.L. 89-329, Title IV, Part B, of the Higher Education Act of
1965 - Federal, State and Private Programs of Low-Interest Loans to
Students in Institutions of Higher Education;

(e) P.L. 98-287, the National Vocational Student Loan Insurance
Act of 1965 - Federal, State and Private Programs of Low-Interest
Loans and Direct Federal Loans to Vocational Students;

(f) P.L. 87-510, Refugee and Migration Assistance Act of 1962 -
United States Loan Program for Cuban Students.

Objective of Study of Federally Assisted Student Loan Programs

This study is to gather information and evaluate factors bearing on the
organizations and operations of federally supported student loan programs
in relation to the policy guides given above. The evaluation will cover
administration of the student loan programs, the problems of student loan
collections, and other significant areas of student loan operations. In
total, the study will develop and propose measures to make federally
assisted student loan programs best serve the Nation's broad educational
objectives.

To the extent these measures call for revisions in existing legislation
specific phasing plans for the transition will be formulated for action
on a step-by-step basis to avoid any setback or disruption in meeting
this expanding need for student financial aid.
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‘ The optimum operational conditions desired from the federally assisted
student loan programs will:

1. Assure students eligible under federal policies access to loans
to be used to enter upon or further their college education;

2. Provide maximum administrative simplicity with the cost of operation
of the program held to 4n economical level;

3. Assure a business-like approach that will result in collection of
loans with minimum collection losses;

4, Create effective administrative relationships and harmony among
the parties; that is, the Federal Government, the educational
institution, the state or private guarantee agency, and the lender,
in meeting the needs of the student;

5. Facilitate maintenance of appropriate interrelationship with all other
forms of student financial aid, scholarships, grants, work-study or
other student employment programs, or precollege savings programs.

C. Key Study Problems

The Study of Student Loans should:

. 1. Determine appropriate administrative structure, responsibilities,

“ relationships for federal participation, including measures for effective
decentralization of operations in student loan programs through involve-
ment of state and private non-profit institutions, educational institutions,
direct or indirect federal involvement with lending institutions, or some
combination of these arrangements;

2. CGonsider the operating responsibilities of the educational institution,
the lending institution, the loan guarantee agency (federal or non-federal)
in financial dealings with the student borrower. Among the factors
involved for which responsibilities among the parties are to be determined
are:

(a) financial eligibility,

(b) amount of loan,

(c) disbursement of loan funds,

(d) repayment arrangements,

(e) collections,

(f) determination of default,

(g) application of penalties and default provisions,

(h) institution of guarantee provisions;
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3. Examine alternative arrangements for administration of the student
loan forgiveness because of teaching, practice of medicine in rural areas,
or other elements of public services which the Congress has determined

to be eligible for forgiveness;

4, Assess factors affecting supply of private credit to meet needs of
applicants for student loans, and evaluate measures to increase supply
of credit, including, among others, interest rates, reserves to meet
defaults, coverage of guarantees, eligibility of student loan obligations
for discounting in the credit market, repayment conditions, streamlining
administrative processing and reporting;

5. Assess existing restrictions facing educational institutions in
borrowing for purposes of financing student loans with federal guarantee
of repayment of principal and interest. Propose measures to assure that
loans under credit shortage conditions will be made to applicants having
greater needs, giving consideration to modifying eligibility standards

for federal loan assistance, including availability of liquid assets of
the family, as well as income in determining eligibilities, use of sliding
scales of federal assistance related to financial conditions of family, or
other means of establishing priority or preference for student loan
applicants in need;

6. .xamine special problems of and propose measure for assuring private
credit to minority groups, and students from families without favorable
or established credit records.
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1l
. . Responses to IHL Questionnaire as of 10/19/67
Didn't answer
because not P
applicable or Eligible
answered after to )
Number cut-off date reply Apswered %
Accredited l-year
Type 1 public universities 102 2 100 86 8 2
Type 2 private universities 65 1 6l 59 92
Type 3 public colleges 280 I 276 233 85
Type L private colleges '
(men, coed) sL3 27 516 LLo 85
Type 5 private colleges
(women only) 164 7 157 128 81
Accredited 2-year
Type 7 public 2-year 229 15 214 178 83
Type 8 private 2-year 196 1 165 121 73
Unaccredited
Type 6 L-year 166 26 140 96 69
Type 9 2-year 468 76 392 253 65
‘l. © Qther
Type 10 religious or
theological 231 62 169 17 _ué

Total 2,Lll 251 2,193 1,671 76%

{
|
Completed questionnaires included in the analysis
from participants in Federal Student Aid Programs

Institituions
participating Respondents Rate

National Defense Student Loan
Program 1,722 1,392 81%

College Work-Study Program 1,648 . 1,327 81

Education Opportunity Grants
Program 1,576 1,303 82




&e  THE ORGANIiATION OF FINANCIAL AID AT YOUR INSTITUTION

: ' l. Approxim-tely what part of your working week is devoted to student

financial aid administration? (Consider financial aid as scholar-
ships, loans, and/or term-time jobs. If it varies, estimate for
the entire year,)

30% 90 to 100% 304 30 to 69%
‘11 70 to 89% . 29 Less than 30%

2. a) Do you perform other work at your institution on a regular basis
in addition to administering aid?

80% Yes 20% No

b) IF YES: What functions other than aid administration do you perform?

25% Admissions work 15% Placement (jobs after graduation)
16 Business office . 35 Student personnel work
19  Teaching ’ 23  Other

3. Which office at your institution is responsible for dealing with
applicants for:

Another office
and not my office

My Business Admissions We don't offer
‘ office office office Other this type of aid
aJ) Institutional scholar-
ShiPS 4 ¢ ¢ ¢ ¢ o o o o T6% 5% 13% 12% 3%
b) Institutional loans <. . 71 12 3 L 18
c) National Defense Student
Loans (NMISL)e o« o« o o o 81 8 3 2 1
d) Educational Opportunity .
Grants (EOG). e o o o o 77 5 )-l- 2 18
e) College Work-Study
program. (CWS) e o o o o 75 7 2 8 16
f) Term-time jobs on
CAMPUS o« « o oo o o o » 63 12 2 25 L
g) Term-time jobs off
CaMPUS o o o ov o o o o U3 3 1 31 2l
B. GENERAL

l. What do you think is the maximum amount an undergraduate should be
allowed to borrow from all sources (excluding temporary short-term
loans) by the end of four years of college? (By this we mean the net
amount after potential cancellation such as teacher cancellation.T-—

4% Less than $2,000 2k  $5,000
8 32,000 10 $6,000

‘ 15 $3,000 2 More than $6,000,
37 34,000 : please specify:

Note: Percentages are based on those answering the question and are rounded
S0 that they will total 100%.
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Be General (cont'd)

é. IF YOUR INSTITUTION HAS GRADUATE STUDENTS, what do you think is the

3.

maximum amount a graduate student should be allowed to borrow from all
sources by the time he reaches the Ph.D. or law degree level (excluding
temporary short-term loans, but including undergraduate loans)?

(By this we mean the net amount after potential cancellation such as
teacher cancellation,)

117 Less than $5,000 243 $10,000

12 $5,000 6  $12,000
1 $6,000 0 More than $12,000
33 $7,500

When an incoming student applies for financial aid, what is the usual
method of determining thé student's need?

63% The Parents! Confidential Statement of the College Scholarship
Service

1 Income Tax Method

5  Office of Education Alternate Method

35 Our own form

8 Other

How clear are the instructions received by your institution on each
of the following programs?

Very Fairly Un- Can't say. We
clear clear clear haven'!t seen them
a) NDSL ¢ o o o o oo ¢ v v oo L2% sLg 37 1%
b)C‘l‘ISooooooooo-'oo33 62 2 3
c)EOG 0.000.0Q...! 39 56 S 0
d) Cuban Refugee Loan , . . ., . 37 Lo 3 20
e) Guaranteed loan (instructions '
from the agency that admin-
isters them in your state ). 34 L6 12 8

Given the fact that Federal funds are involved, how reasonable are the
reporting procedures required by the Office of Education (USOE) for
each of the following programs?

Very Fairly Un-
reasonable reasonable reasonable
a) NDSL ® & 6 6 o o 0 0 ° 6 0 o P e o 22% 6’4% lh%
b) CwS * * . . * . - . * * * L) * * * 18 63 19
c) EOG * * * * * . * * * * * . * * L 3 zh 66 lo
d) Cuban Refugee Loan e o o o o o o o ss )-33 2
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B. General (cont'd) N

8. Would you please indicate if the amounts received were adequate
for your needs, inadequate or more than adequate:

"" More than

Adequate Inadequate adequate

a ) NDSL o ¢ o « o o o 0 o o o o o 50% hz% 8%
b) EOG 4 ¢ o o » ® o 0 o o o o 0 o hh hl 15
Cc ) CWs ® & o 0 0 0 0 % 6 0 0 0 s » 56 26 18
d) Cuban Refugee Loans . s e o 0 o 90 3 7

10. IF THE 1966-67 ACADEMIC YEAR ALLOCATIONS FOR ANY OF THE ABOVE WERE
- LESS THAN ADEQUATE, is it because you were limited in the amount
you were permitted to request by the difficulty in raising your
institution's share of the funds?

Ies No

a)FormsL....’.........ll%...a%
b)ForCWS...............19...81

ll. How successful in providing for the needs of your students would
you say each of the following programs is at your institution?

Very Somewhat Un~
successful successful successful
. a) NDSL L ® ® L L [ ] L ® L L ® ® L ® 69% 2% 2%
b) Guaranteed Loan Program, . . « » 37 Ls 18
c) Cuban Refugee Loan Program , ., . 87 13 0
d) EOG L L L ® ® [ ] L [ ] L L L ® ® L 58 38 h
e) Cws ® L ® L L L L L L L ® ® L L 62 35 3

12. Congress is currently considering a bill permitting up to $325 of
college costs to be deducted from income tax payments. By how much
do you think this would reduce the need for aid funds at your
institution? ’

7% It would substantially reduce the amount we would need
39 It would reduce the amount, but not by much
5L It would probably not reduce the amount we would need

C. NATIONAL DEFENSE STUDENT LOAN PROGRAM
l. a) Does your institution participate in the NDSL program?
83% Yes 174 No
b) IF NO: For which of the following reasons:
17Z We intend to participate within the next year
12 We are not eligible
‘ 18  The need for 10% matching funds
31 Administrative costs

2 Loyalty oath provision
LL  Other (please specify):
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C. National Defense Student Loan Program (con:'d) 5

‘ 2. Do you presently plan to decrease (or have you decreased) the size
of your request for NDSL funds because you expect aid applicants
to be able to get loans under the Guaranteed Loan program?

11% Yes 89% Yo

3. If Guaranteed Loans were readily available and could be used for
matching with EOG, would you reduce or eliminate NDSL?

37% Yes 63% No

L. According to your institution'!s policies, are there any types of
full-time students (who have financial need) who are not awarded either
NDS Loans or Educational Opportunity Grants?

50% Yes 50% No

®F YES: Which types?
Not eligible Not eligible

for NUSL for EOG
1) First semester students « o o o o o » o 112 ¢ o o o « « 8%
2)Transferstudents...-....... e s o s o o 12
3)Marrieds‘buden‘bs .oooooo.oooSooooo!l9
L) Students whose grades are above the
‘ failing mark but not above our minimum

required for those receiving aide « o« « 76 & ¢ & » & & 62
5) All but prospective teacherss o « o o o U o o o o o o 3
6) Night students (full-time). s o o o o o 13 s o o o o o 18
7) Other (please SpeCifY)o ¢ e o o 006 86 0620 o 00 00 e 22

5. Please indicate your experience with each of the following aspects
of the National Defense Student Loan programs

Very Somewhat Somewhat Very un-
satis- @gatis- unsatis- satis-
factory factory factory factory

a) Timing on notification of avail-

a.bilityoffundsonono.'...19%..031%.00 27% ¢ o 23%
b) Assessing need of applicants . o o U2 4 o o 0 o e e 7 oo 1
c) Your ability to make a firm

commitment to a needy student. . . 32 . . hl s s @ 18 T 9
d) Your ability to determine who

Willreceivefunds....ooo.ha .ooh? e o o h e o 1l
e) Your ability to package NDSL

awards With O'ther aid. e o o o o o 55 e o 0 38 PP 6 s 1l
f') Determining eligibility for
deferment and cancellation « « o o 36 o o o U6 o oo WU o . L
g) The cancellation feature
for teaChers [ ] L ] [ ] [ ] [ ] [ ] [ ] [ ] [ ] [ ] [ ] h? [ ] L] [ ] 39 [ ] L] L] 11 L L 3
‘ h) Your experience with COllec'tion. . 27 s o @ ha s o o 19 s 6
i) Assistance from the Regional
Office of the USOE v 4 o o o o ¢ 669 & ¢ e 27 oo s 3 .4 1

J) The new USOE reimbursement pro-
cedure for administrative costse + 39 . . . L7 ... 9 .. 5
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C. National Lefense Student Loan Program (cont'd) 6
6. When should your college have (or have had ) your allocation from USOE
‘ in order to award DS Loans for the Fall term of the Academic Year
1967-682

19%  February 15, 1967 or earlier

37 February 16 - March 31, 1967

30 April 1 - May 31, 1967

9 June 1 - July 31, 1967

5 Later, but before the Fall term begins

7+ a) Are you responsible for NDSL collections?
LLE Yes 56% No

8. Do you feel that the teacher cancellation feature of NDSL makes it
more difficult for your institution to collect funds owed by those
who aren't eligible for canc:llation?

L% Yes, definitely 85% No
11 Yes, probably

9. Do you think that the teacher cancellation feature of NDSL has increased
the number of students at your institution who have gone into teaching?

13% Yes, definitely L5% No
. L2 Yes, probably

10. Which of the following best expresses your opinion regarding the
cancellation feature of the NDSL program?

67% There should be no change
22 Eliminate all cancellation
11 Extend cancellation

11, a) Does your institution pPresently conduct exit interviews and make
NLSL repayment arrangements with graduating students? :

91% Yes, in most cases 7% Yes, in some cases 24 No

b) Does your institution presently conduct exit interviews and make
NDSL repayment arrangements with students who are leaving before
completion of their program (for example, those who are dropping out
or transferring)?

69% Yes, in most cases 26% Yes, in some cases 5% No

12, With regard to students who are delinquent on NDSL repayment:

Yes No
. a) Do you prohibit the release of transcripts, . 69% . . 31%
b) Have you written any strong letters

suggesting that they may be subject to
legalactionllllloIIIIIIIIIII??..23
c) Have you turned any accounts over to either
a lawyer or a collection agency. « « o o o0 o 26 « o 7
‘
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Ce

Mational Defense Student Loan Program (cont'd) 7
13. To what extent do the following categories contribute to your NDSL
delinquent accounts?
Frequently Sometimes Rarely Don't know
a) Dropouts or expelled studentS o« « 35% o o o 36% o o o16% o o o 133
b). Students who transferred in
good standing to other ~
institutions.oo.ooooooo 6...32 oooh?o..ls
c) Girls who nave married o« o o o oo 11 o o o U3 oo ¢31 oo .15
d) Those pursuing careers.where
early-year earnings are 1oWwe o e¢ 10 o« ¢« o 34 o+ 4 o026 o . o 30
e) Those in low paying occupations.. 13 32 .28 .03
f) Those whose payments have been :
deferred for a number of years e« 18 o o o 34 o ¢ 27 o o o 21
g) Those with particularly heavy
COllege loan indebtedness ee o oo 13 e o o 37 e o 027 e o o 23
h) Students from families with low
incomes (viz 34,000 per year or
less).... e & & & & & s & oo 8 ® e o 27 ..,26 e o .39
i) Other (please SPecify)e o oo o o ¢ 19 o o o 12 oo o7 o o o« 62
1h. Has your institution used the following options provided by the
Higher Education Act of 19652
I don't know
Yes No about this option
a) Permitting repayments less than
thea.mountdue.........hh%.39----17%
b) Assessment of penalty charges. « 25 « 69 o « o« « 6
c) More frequent than annual
billing........-....?Bo22----5
15. How frequently are most students currently graduating with NDS Loans
being billed by your institution?
12%Z Monthly L6Z Quarterly
1 Bi-monthly L1 Annually
16. Of all the money your institution has loaned to date under the NDSL
program, what proportion do you estimate will be collected by your
institution (either by your efforts or through a collection service)?
29% 98% or more 1, 80 - 8%
27 95 - 974 5 170 - 79%
22 90 - 9L% 3 69% or less
17. a) Would you be in favor of a non-profit, centralized collection

service specializing in college student loans?

524 Yes, for all NDS Loans )
39 Yes, but only for those that we desire to turn over
for collection '
9 No, we are opposed to centralized collection
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C. National Defense Student Loan Program (cont'd) 8

18.

Ds GUARANTEED LOAN PROGRAM

2

3

5.

6.

Te

Are you presently using or considering the use of an outside
collection service on a regular basis?

17 Yes, we are presently using a collection service for
&1l NDS Loans

6 Yes, we are using a collection service, but only for
delinquent accounts

22 We are considering the use of a collection service
5 No

Is your institution in regular contact with a bank (or banks or
other lenders) in connection with your students! applications for
Guaranteed Loans?

1%  Yes 29¢ No

IF YES: Do you have one or more banks (in your state) to which you
can recommend students applying for Guaranteed Loans with some
chance of their getting such loans?

80% Yes 20% No

Do you recommend to the student the amount to be borrowed on
Guaranteed loans (for students in your state)?

U3% Yes, in most cases

22 Yes, in some, but not in most
16 In only a few cases

19 Not at all

Do you recommend to the bank the amount to be borrowed on Guaranteed
Loans (for students in your state)?

LB% Yes, in most cases

12 Yes, in some, but not in most

11 = In only a few cases-
29 Not at all

IF YES: Have your recommendations been followed by the bank?

28% Yes, in most cases
L7 Yes, in some, but not in most
25 In only a few cases

0] Not at all

Do you think that your institution should specify the maximum
amount that could be loaned to a student under the Guaranteed ILoan
program?
Yes, Yes,
definitely probably No

a) If the student has financial néed o o o he o o o o o 27 ) 25
b) If the student does not have need o o« « U3 o o o o o 20 « o « 37
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L. Guaranteed Loan Program (cont'd) 9

8. When should a student be able to receive (or have received)
notification of the availability of a Guaranteed Loan fcr the Fall
‘ of the Academic Year 1967-68?

5%  February 15, 1967 or earlier
12 February 16 - March 31, 1967
37 April 1 - May 31, 1967
34 June 1 - July 31, 1967
12 Later, but before the Fall term begins

9. From the experience of your institution how much trouble do the
following types of students have getting Guaranteed Loans (of
those who are legally entitled to them)?

Consider-
able Some Little or Don't know or
trouble trouble no trouble no such student

a) Qut-of-state students + . . 23% + » o 30% + & » . 193 . . . . 262
b) Students from large metro-

politanareas . + v v v v s 9 .. .25 ,...L2 ....028
c) Students from rural areas .15 . . . 28 . . e ¢33 4. .2k
d) Racial minority group

Students..........lo 00016 0»00032 0000h2
e) Students from low income

families (viz $4,000 per

year or 16ss) + + o o o o o 13 o 4 .28 440 o3 ... .29

' f) Students from high income

fmﬂilies. D A ) | * o o » hh e s 0 o+ 28
g) Freshmen ® ® %0 o o o » o o 13 o o » 25 ® o o » ho o s s s 22
h) Transfer students * o o o o 6 s s o 23 * s o » h2 * & o o 29
1) Women studentS. v v o o v o 3 ¢ o v 18 o .4 50 ... .29

J) Students who are unknown at
the bank to which they have
applied (no individual or
fa!ﬂilyaccount).......hs 00023 ooooll 000021

10. Would you prefer that the bank give the money from the Guaranteed
Loan directly to the student, or should a check be mailed to your
institution in care of the student?

33% Funds should be given directly to the student
67 A check should be mailed to our institution in. care
of the student

1l. Should the Guaranteed Loan funds be disbursed in one sum in the fall
or should two equal disbursements be made, one in the fall and one
in the spring?

20% Disburse once a year only
80 Make two equal disbursements

12. How good a job would you say your State Loan Agency has done in acting
. quickly on applications for Guaranteed Loans this Academic Year 1966-67
(or the United Student Aid Fund if they administer the program in your
state)?
L6Z Very good 9% Fairly poor
Qo 39 Fairly good .6 Very poor
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‘ Numerical data - Section B - for Academic Year 1966-67

6a, Number of students receiving aid under each program.
(of those participating and answering)

10

Mean Median

NDSL 210 80
EOG 62 25
CWS 116 L5

éb. Frequency of type of loan package. (of those who knew)

and answering)

Very Fairly Rarely or
frequently frequently never
How frequently have NDSL recipients
also received:
EOG 5Lg 36% 10%
cws 38 L7 15
Guaranteed Loans 6 : 18 76
Other aid 33 39 28
How frequently have recipients
of EOG also received:
CWs 39 36 25
‘ Guaranteed Loans - 8 - 20 72
Other aid 3L 33 33
How frequently have recipients of
CWS also received:
Guaranteed Loans 11 31 58
Other aid 27 35 38

7o Allocation from Office of Education. (of those participating

Mean Median

9. Adequacy or inadequacy of allocations,

Mean amount inadequate
(of those

NDSL $108,557 $50,000
EOG 41,486 20,000
CWs 86,387 34,000
Cuban Refugee Loans 18,931 1,000

Mean amount more
than adequate (of
those more than

inadequate) adequate)
$49,593 $17,89L
28,752 21,549
30,383 21,298




11

‘ Numerical data - Section D

1. Please estimate: Mean number of those
estimating
a) The approximate number of students at your
institution (from the state in which your
institution is located) who completed
applications for Guaranteed Loans (for
this Academic Year 1966-67) . 133

b) Approximately how many of them raceived
Guaranteed Loans? 10k

c) Approximately how many who applied (in la)
had financial need (by your institution's
ordinary standards of need)? 76

d) Approximately how many more of your students
with financial need over and above those
mentioned in lc might have applied for
Guaranteed Loans (given the aid program at
your institution this year) if the guarantee
program in your state were in full operation? 85

Procedure:

M)l Institutions of Higher Learning listed in the U,.S. Office of
Education's Education Directory, Part 3, Higher Education, 1965-66 were

included in the universe. The l1ist was updated by use of OEls President!'s
List of June 1967. This means that all accredited two and four year
institutions and those whose credits were accepted by at least three other
accredited institutions were included. Health professions schools without
undergraduates were excluded. The questionnaire was mailed in May 1967 and
three follow-ups, including an additional questionnaire, were sent to non-
respondents, '
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FINAL RESULTS FROM A QUESTIONNAIRE
RETURNED BY 643 LENDING INSTITUTIONS
IN RESPONSE TO THE COLLEGE ENTRANCE
EXAMINATION BOARD REVIEW OF FEDERAL
LOANS TO STUDENIS

George Nash and Patricia Nash
Columbia University _

Bursav of Applied Social Research
October 31, 1967
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la

Procedure:
= oeedlle

We sent the questionnaire to 2,112 Jending institutions. The sample
was weighted on the basis of assets. The figures on assets break down as
follows:

Total dollar

Nunber cf assets 1966 Percent of
Type of institution instituticne  (in billions) all assets
Commercial banks 13,500 $ 380 65%
Savings & loan associations 6,500 134 23
Mutual savings banks 500 59 10
Credit unions _ 22,000 10 : 2
Total 42,500 $ 583 100%

We sent the questionnaire to 992 commercial banks, 4l7 savings and
loan associations, 316 mutual savings banks, and 393 credit unions. This
gave a total of 2,112 lending institutions. Within each type we over-
sampled the larger institutions. For example, of commercial banks we sent
questionnaires to all 336 with assets of $100 million or more. These banks
control approximately 66% of all comnsrcial bank assets in the L7 states we
studied. We sent questionnaires to 5% of the balance of commercial banks.
We sampled the other three types of institutions on the same basis.

We sent questionnaires to all savings and loan associations with assets
of more than $100 million. They controlled 39% of all assets. We sent to a
3.5% random sample cf the lLalance. We sent questionnaires to all mutual
savings banks with assets of more than $100 million. We sent questionnaires
to a 50% random sample of the balance. We sent questionnaires to 194 credit
unions with assets of more than $1 million. This is a majority of large -
credit unions. We sent questionnaires to 1% of the balance. Lists were
furnished at no charge by the American Bankers Association, The United States
Savings and Loan League, the National Association of Mutual Sawings Banks and
Cuna International, Inc. -

We excluded North Carolina, Texas, and Wisconsin from the sample
because lending institutions in those states do not participate in the same
fashion as those in other states. The questionnaire was mailed in August 1967
and each non-respondent received three follow-ups.
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Responses to the Lending Institution Questionnaire

As. PARTICIPATION Savings &
Com banks Mut svgs banks loan assns Credit
Large Small Llarge Smail Large Small union TOTAL

7« Has the annual volume of guaranteed loans to students increased
at your institution since January of 19667

Yes 92% 9%  92% 95% oL% 89% 88% 923
No 6 9 6 1 6 o0 8 6
Hard to say 2 1 2 L 0 1 L 2
8. IF YOU "“[ECKED "yes" in 7: To which of the following reasons would
you attry»lbute this increase?

The Higher Educa-

tion Act of 1965 37 3L 20 25 32 25 b8 30
The normal course

of business 23 30 Lé L2 32 13 13 27
Both 1 and 2 36 29 30 . 26 29 50 17 28
Other 33 2l 28 19 36 38 39 26

9« If the Federal government guaranteed loans directly in your state
(i.e., ir lieu of or in aldition to the agency that presently administers
the guarantee program in your state) would your institution make more,
the same, or fewer loans to students than you have made under the state
or private guarantee approach?

More 7 6 8 5 0 0 19 7
Same 72 67 67 67 73 8o 70 69
Fewer 8 7 L 2 6 (o] 0 6

Can't say 13 20 21 26 21 20 11 18

10. What benefits have you derived or look forward to from your participation
in the student loan program?

Providing a full

range of service :

to our customers 75 66 89 85 4 100 83 7
The opportunity

to interest

students in be-

coming customers 66 L6 7h 66 63 80 ks 58
The ability to

satisfy parent!s

needs 51 Lo L5 52 50 60 62 L9
Good public rela-
itions, in general 87 7 96 89 97 8o 69 &

The anticipation
that in the future
the program will
becone a substantial
business which will
be profitable 17 16 2L 23 38 20 3 218

Other 11 8 0 5 16 0 17 85
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B. ZEVALUATION OF THE FROGRAM 3
Savings &
Com banks Mut svgs banks loan assns Credit
. I=r~2 Small large Small Large Small union TOTAL
. 1. In your operation, do you consider the 6% simple rate (which is
the maximum permitted by the Higher Education Adt of 1965) as as
Profitable rate 2% 1% 63 16% 6% 10% 3% 6%
Break-even rate 13 39 Ly, 87 L2 80 66 33
Loss rate 8 54 50 27 52 10 31 61

2. How favorable are you about each of the following potential methods of
increasing the return to your institution on guaranteed student loans?
(Please answer according to what you would like whether or not it is
presently legal in your state.) (% very favorable)

Make the interest in-
come to you tax-
exempt 70 66 51 L9 L2 56 6 61

_ Raise the rate 60 50 L9 51 50 25 21 52
‘Have the government
pay a fee when the

loan is granted 36 28 72 L7 52 67 39 Lo
Have the student pay
a fee when the loan
is granted 39 31 8 10 37 11 35 29

3. How clear ars the instructions received by your institution from:

. (% very clear)

The U,S. Office of _

Tducation 30 2k 36 29 26 0 32 29
The agency that ad-

ministers the pro-

' gram in your state 50 3§ 62 58 Lk 50 L6 L7

L. Do you feel that reserve ratio to back up the guarantee (i.e., the
number of dollars in reserve for each $100 lent) required by the agency
presently administering the program in your state is:

Satisfactory 60 55 59 51 L1 60 &L 56
Too high 1 3 0 1 3 0 L 2
Too low 12 7 12 9 3 10 7 10
Can't say 27 35 29 39 53 30 25 32

6. How satisfactory (% very satisfactory)

a) a job has the

agency ingyour state

done in administer-

ing the program? 58 51 8o 68 67 60 48 59
b) is the program,

itself, at present? 26 30 52 L7 L5 Lo 39 34

‘ c) do you think the

program will be

during the coming

year? 2y 29 57 56 L3 Lo L3 35

‘ " | 181




Evaluation of the Program (cont'd) , L

Savings &
Com banks Mut svgs banks loan assns Credit

Large Small large Small Large Small union TOTAL
It has been suggested that when a student loan enters the repayment
period, the student eligible for the interest subsidy should pay the
full interest during the repayment period and when the loan is paid in full
be allowed a refund from the Federal Government of 50% of the interest
he has paid. What is your reaction to this from the standpoint of:
(# favorable)

a) Feasibility 9% 63% 57% 568 61% S08 618 65%
b) Incentive of
students to moke

payments on time 6L 62 Lo £1 61 60 61 59
c¢) Reduction of
handling costs 77 69 37 Ly 58 50 67 66

POLICIES AND PRACTICES

Does your institution limit loans to student borrowers who live in
your institution's marketing area?

Yes, without excep-

tion b1 47 15 32 L2 50 67 Lo
Yes, but we make

some exceptions 52 L3 19 L6 19 30 33 L3
No 7 10 66 22 39 20 2 17

Does your institution give preference to sons and daughters of customers
on student loans?

Yes, without excep-

tion 26 35 9 17 23 20 67 27
Yes, but we make ,

some exceptions L8 53 11 20 17 10 0 Lo
No 26 12 8o 63 60 70 3 33

Does your institution allocate a maximum amount of funds with which to
make student loans during a given period of time?

Yes 23 18 2 12 6 10 33 18
No 72 80 98 88 ol 90 33 6o
Other 5 2 0 ) 0 0 3 2
Which department in your institution handles student loans:
a) While the student is in school? :
Credit department 2, 56 2 8 18 1w 0 30
Installment credit : : '
department 52 32 26 L5 25 29 0 Lo
) Other 2L 12 72 L9 57 57 100 31
b) While the student is repaying?
. Credit department 6 38 2 7 18 U o 16
Installment credit
department 88 sk 27 L3 32 29 0 63
Other 6 9 71 50 50 57 100 21
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C. Policies and Practices (cont'd) 5
Savings & '
Com banks Mut svgs banks loan assns Credit
large Small Large Small Large Small union TOTAL
5. Which of the following types of information would you like to have
from the college of the prospective student borrower? (% yes)
Acknowledgement of
student enrollment 982 93% 907 96% 97%  80% 92%  95%
Information on
student!s academic -
performance 85 83 67 10 76 ko 72 8o
Information on in-
come and expenses 80 79 71 75 68 67 68 77
Recommendation on '
amount of loan 85 89 (N (N 70 60 93 83
Notification when
the student
*0aves school 100 100 98 100 100 90 100 99

6. Does your institution take the student!s financial need into consideration

when making loans?

Yes 76 84
No 26 16

86
L

80 84 70 69
2C 16 30 31

T+ Where, do you feel; should a student obtain the application for a

guaranteed loan?

At the lending instie

tution only b1 29
At the college 32 Lo
At either 1 or 2 27 29

3

kL
62

52 L2 70 3n
h 9 0 28
Ly L9 30 38

8. Is your institution in regular contact with a college or c¢ lleges in
cornection with their students! applications for guaranteed loans?

Yes 32 25
No 68 15

20
8o

13 2L 10 10
87 76 9 S0

8o
20

38
28

25
75

9. Do you generally accept a college's recommendations on the amount to be

borrowed on guarante :¢i loans?

Yes, in most ca'ss 77 635
Yes, in some, but .
not in most 8 5
In only a few cases L4 1
Not at all v 11 7

(4]

59 58 70 86

7 19 10 0
6 ] 0 3
28 23 20 11




C. Policies and Practices (cont'd) 6

Savings &
. Com banks Mut svgs banks loan assns Credit
Large Small Large Small Large Small union TOTAL

10. From the experience of your institution, how much trouble do the following
types of students have getting guaranteed loans (of those who are legally
eligible for them)? (% considerable trouble)

Students from large

metropolitan areas L% 4% 2% 1% 0% 0% 0% 3%

Students from rural

areas 15 5 8 0 10 0 b 9
Racial minority
group students 2 0 0 0 0 1l 0 1l

Students from low-
income families
(viz $4,000 per

year or less) 5 3 0 0 3 0 L
Students from high
income families 8 4 10 8 3 10 0 6
Freshmen v 13 2 1 3 0 7 11
Transfer students 8 3 6 L 7 0 0 5
Women students 1l 0 0 0 0 0 0 0
11. Please indicate whether you agree or disagree with the following
statements:
. The financial need of the student should be taken into
consideration in deciding whether to award a
guzaranteed loan
Agree 9 95 96 96 100 8o 83 95
Disagree 6 L b L 0 20 17 5
Can't say 0] 1 0] o o 0 0 0
Our participation in the guaranteed loan program has
decreased our normal installment loan activity )
Agree 21 9 7 3 0 0 3 12
Disagree 6 80 35 69 60 88 9 69
Can't say 15 11 58 28 Lo 12 7 19
The present ten-month period allowed after graduation
before the student must begin to make repayment is not
oXcessive
Agr=e 39 6 L9 61 L9 80 76 52
Disagree 60 37 L2 35 51 10 2L L6
Cantt say 1l 2 2 b 0 10 o 2
The ten-year repayment reiod presently allowed is
not excessive
Agree 28 33 56 57 52 70 62 38
Disagree 72 6h k2 a8 L8 20 38 60
‘l’ Can't say o 3 2 5 0 10 0 2
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C. Policies and Practices (rr-4'd) . _ 7

‘ Savings &

Com banks Mut svgs banks 1loan assns Credit
Large Small large . Small Large Small union TOTAL

12, What do you think is the maximum amount an undergraduate should be
allowed to borrow from all sources (excluding temporary short-term loans)
by the end of four years of college?

$3,000 or less 10 15 5 L 8 0 0 10
4,000 32 L2 17 20 25 Lo 26 31
5,000 28 20 L5 3L 25 20 18 28
6,0C0" or more 30 22 33 L2 42 ko 56 31

13. What do you think is the maximum amount a graduate student should be
allowved to borrow from all sources Ly the time he reaches the Ph.D. or Law
degree 1ovel {excloling uimporary short-term loans, but includin